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Are You Making Conversions 
To Natural Gas? 


We can be of help to gas companies and organizations specializing in the conversion work 
of changing over gas-burning equipment from manufactured to natural gas. We will sup- 
ply the proper jets and controls to adapt the user’s present Barber Burner to natural gas, 
or we will furnish Barber equipment to replace existing burners which cannot be adapted 
to natural gas. The famous Barber jets employ a combustion principle yielding extremely lation 


PUBLIC 
stands 


operate 


high efficiency. A wide variety of these jets is shown above, and a few typical burner units al ont 
from our extensive line for all applications. nondise 


crimina 

It is always best to use genuine Barber Burners and parts on your conversion work. They ae 
are easy to install, and Barber's 35-year record of quality products is a strong assurance petuatic 
of satisfactory performance. Our engineering department is at your service to help work ne 
out special problems in burner design. _ utili 
1s $! 


Send for latest Catalog on Appliances and Conversion Burners and Controls. atverts 


THE BARBER GAS BURNER CO., 3682 Superior Avenue, Cleveland 14, Ohio 


BARBER BURNERS 
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ip! | with cost-saving B&W 
sj Cyclone-Furnace Boilers 








© Savings 
through simplification of collectors 
and ash-handling equipment, due to 
drastically reduced volume of fly-ash 



































/ leaving the furnace. 
y = © Savings 
4 / through lower cost and maintenance of 
coal preparation equipment. 

















© Savings 
through higher boiler efficiency due to 
low excess air. 
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The logical place to start controlling fly-ash is in the furnace, where it is produced. B& W’s 
unique Cyclone-Furnace recovers extremely high percentages of ash in the form of easy- 
to-handle slag. Your collectors handle only a small fraction of the dust-loading they would 
normally receive from pulverized-coal fired boilers, even those of the slag-tap furnace 
type. This big advantage, illustrated in a typical case study below, is only one of several 
5 that account for selection, since 1946, of Cyclone-Furnace Boilers with total steam ca- 
pacity exceeding 14 million pounds per hour. 
750,000 LB PER HR BOILER—16% ASH—10,000 BTU COAL—14,250 LB ASH PER HR 
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Helping Industry Cut Steam Costs 
Since 1867 
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HETHER competition is the life of 

trade in terms of modern, everyday 
business economics may be debatable. 
Certainly in the utility business it has 
no place—on an area basis. Years ago 
we gave up the obvious and wasteful, 
futility of competitive telephone com- 
panies, gas, electric, or transit operations 
in the same service area. Instead we 
adopted our present system of commis- 
sion regulation. Indeed, much of the 
economic grief of the transit business 
today springs from the persistence of 
uncontrollable competition from the pri- 
vate automobile and truck. 


But although these elementary facts 
of economic life in the field of public 
service seem simple enough, there are 
nevertheless phases of the utility busi- 
ness where the force of competition may 
still operate and may even be a desirable 
factor. Such is the case with respect to 
bidding on the handling of utility security 
issues by underwriters or others willing 
to accept the responsibility for the issue 
at a price. When the Federal government 
several years ago first announced a 
definite regulatory policy—through the 
Securities and Exchange Commission— 
in favor of competitive bidding on utility 
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B. MARSHALL WILLIS 


securities, there was a long, loud, and 
vigorous dissent. 


WE have from time to time published 
in this magazine some able presentations 
of the case against the strict enforcement 
of competitive bidding for the handling 
of utility security issues. But with the 
passage of time, and the moderating 
effect of experience on those whose duty 
it is to enforce such regulations, com- 
petitive bidding has worked out some- 
how. There have been some questionable 
experiences, but no utility financial casu- 
alties have been brought to book against 
the principle of competitive bidding. 


— so, the argument inevitably re- 
mains over the possibility that the 
same issues which were somehow han- 
dled to a degree of satisfaction under the 
competitive bidding rule might or might 
not have been consummated even more 
successfully under formally established 
practices of negotiation. We shall prob- 
ably never have a final answer to that 
argument which will convince everybody. 


THE opening article in this issue, how- 
ever, is a favorable analysis of competi- 
tive bidding practices. It is the prod- 
uct of an experienced and well-known 
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When a redesigning of your 
financing program is in order 


.»-here’s a suggestion 


@ To help you with an up-to-date and » 


flexible approach to your financial 
program and the financial community 

. Irving Trust maintains a staff of , 
experts specializing in service to thef 
public utilities. 


Our Public Utilities me OF 
sponsor of the Utility Round. Tables, 
will be more than glad to contribute 
its broad experience yy a review of 
your situation. 


Please feel free 10’ ‘eal upon us at 
any time. i, 


ad 


ONE WAEL STREET~ + NEW YORK 15, N.Y. 
/ Capital Funds over $118,000,000 
Total Resources over $1,200,000,000 
Wi.uawN. Enstrom, Chairman of the Board 
/ Ricwarp H. West, President 


“sf vA ' Public Utilities Department 
Pd Tom P. Waker, Vice President in Charge 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 
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8 PAGES WITH THE EDITORS (Continued) 


economic analyst, JoHN F. FALVEy, who 
has been dealing with financial operations 
of utility companies for nearly two 
decades. Before beginning his own con- 
sulting practice in New York city in 
1948, Mr. Fatvey was for twelve years 
utility editor on the staff of The Wall 
Street Journal and its companion, Dow- 
Jones & Co., Inc., wire service. Prior to 
that he spent seven years as a utility 
analyst for Standard & Poor’s Corpora- 
tion. He is also, at the present time, 
financial editor for the American Gas 
Journal, one of the trade magazines for 
the gas utility industry. 


WITHOUT presuming to get into this 
argument, editorially, between those who 
think well of competitive bidding and 
those who think otherwise, one aspect 
continues to puzzle us. If, as Mr. 
FALVEY suggests in his thought-provok- 
ing analysis, the competitive bidding sys- 
tem has beneficial results for the issuing 
companies, why do they so often seem 
to try to avoid these blessings? Maybe 
the answer can be found in the fact that 
competitive bidding, beneficial though it 
may be, is a form of regulation. And 
regulation is a form of medicine. And 
medicine is something none of us like 
to take, even though it is good for us. 
Perhaps that is oversimplification. 


. 2 6s 


ig would seem to be a long distance 
from the front office of a busy natural 
gas supply company to King Tut’s tomb 
or the solemn halls of a museum. But 
one southwestern pipeline company has 
taken a somewhat similar route in its 
stride. The second article in this issue, 
entitled “A Natural Gas Pipeline Com- 
pany Doubles in Archaeology” (begin- 
ning on page 713), deals with this 
unusuai situation. 


B. MARSHALL WILLIs, author of this 
article on the archaeological experiences 
of a pipeline company, is editor of The 
Pipeliner, El Paso Natural Gas Com- 
pany’s magazine. He has been associated 
with the natural gas industry for six 
years, one year as senior industrial engi- 
neer of a company manufacturing instru- 
ments, gauges, and valves, and five years 
with El Paso Natural Gas Company. 
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Before that he was associated with the 
United States Rubber Company. He is 
an alumnus of Texas Western College 
and of Harvard University’s Graduate 
School of Business Administration. 


* * * X 


E. Wricut, in his chatty article 

e entitled “A Florida Utility’s Good 
Neighbor Policy,” has given us a de- 
scription of how one utility company 
has conducted its own campaign to build 
public relations by promoting industrial 
enterprise and widening appreciation of 
the virtues of its own home state. This 
campaign to help community building 
has paid off. Figures on power consump- 
tion in this territory speak for themselves. 


Mr. WRIGHT is a free-lance writer 
now living in Jacksonville, Florida, but 
for more than two decades he was on the 
editorial staff of The Iron Age, retiring 
from that publication as its managing 
editor. He started in the writing busi- 
ness aS a newspaper reporter in Port 
Huron, Michigan, and has served with 
the staff of various dailies in Detroit, 
Toledo, and Minneapolis. 


THE next number of this magazine 
will be out December 6th. 
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TOP OFFICE PRODUCTION 









Remington. Flan. 


THE FIRST NAME IN TYPEWRITERS 


to achieve 


TOP UTILITY OPERATION 


Yes, they have discovered that Remington 
Electri-conomy Typewriters can turn out more 
work, better work in less time, with less effort. 


Vital records, accurate statistics, multiple 
reports, legitimate carbon copies, distinctive 
correspondence—these and many others 

are prepared swiftly .. . and with electric ease 
with this magnificent electric typewriter. 


Mail the coupon below for the amazing 
economy story. 


Remington Rand 

Room 2327, 315 Fourth Ave., New York 10 

CJ Yes, I would like a FREE copy of folder RE 
8353 describing the new Electri-conomy. 

(1 I would like FREE Electri-conomy Test in my 
office— without obligation of course. 

Name 

Company. 

Address 

City 
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Coming IN THE NEXT ISSUE 


* 


OUR DOUBLE-STANDARD WAR FOR FREEDOM 


State Socialism has sometimes been called ''slow motion Communism." Con- 
versely, Communism has been called "Socialism gone broke.'* But how can 
we explain our present double-faced Federal policy of spending American 
billions abroad to fight Communism, while at the same time spending bil- 
lions at home to support ever-broadening socialistic adventures at the ex- 
pense of the taxpayer? Alvin A. Burger, research director of the Council of 
State Chambers of Commerce, has written a forthright analysis of our gov- 
ernment's double standard of treating Socialism at home and abroad. 


AIRLINE SUBSIDIES CAN BE ELIMINATED 


Harold D. Koontz, professor at the University of California (Los Angeles), 
has examined the possibilities of making our commercial airlines financially 
independent of mail subsidies. This, he thinks, should not be left te volun- 
tary action. By using its discretion to withhold pay where carriers are not 
shown to be economically and efficiently managed, the Civil Aeronautics 
Board has a weapon to compel overdue mergers of uneconomic small opera- 
tions. 


HARDEST WORKING RIVER IN THE NATION 


Electric utility and paper companies along the Wisconsin river have proved 
that river control need not be provided by government. Under state regula- 
tion a series of 21 controlled reservoirs and 26 hydroelectric plants, privately 
financed, have harnessed the river and put it to work for mankind. M. H. 
Frank, executive vice president of the Wisconsin Power & Light Company, 
tells us, among other things, how privately financed "‘incidental'’ flood con- 
trol is a gratis benefit to the people of Wisconsin. 


UTILITY CASES BEFORE THE U. S. SUPREME COURT 


For some years the U. S. Supreme .Court docket has been rather light on 
really important public utility cases. Not since the thirties has the highest 
tribunal been called upon to decide large numbers of cases growing out of 
reform and welfare legislation affecting utilities. But the comparatively few 
which were decided during the past term and may be decided during the 
current term are well worth passing attention. Joseph E. Finley, legal writer 
of Arlington, Virginia, tells us about them. 


* 


A | SO .. . Special financial news, digests, and interpretations of court and com- 
mission decisions, general news happenings, reviews, Washington gossip, 
and other features of interest to public utility regulators, companies, 
executives, financial experts, employees, investors, and others. 
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How long is a fish? 
Fisu come in different sizes. personnel, and the cost to you is but a small 
fraction of a cent per item. 
. There = big difference between oo se Wouldn’t you like the complete facts about 
of a perch and a sulphur-bottom whale. Ora this accurate and economical method of com- 
minnow and a barracuda. piling customer usage data? Write today for 


There’s a big difference, too, as you know, in “The One Step Method of Bill Analysis.” 


the size of various customers’ bills. 





Getting accurate information 


So that they may know the number of cus- 
tomers’ bills in various kilowatt-hour rate 
blocks, many utilities have their bills ana- 
lyzed by the Recording and Statistical Corpo- 
ration. Many utilities find such information 
extremely helpful in planning rate and pro- 
motional programs. 


Further, such bill analyses are quickly com- AN " 4 


piled today on specially designed electric- This Bill Frequency Analyzer—developed especially for 
mechanical equipment. As many as 200,000 utility usage data—automatically classifies and adds 





bills can be analyzed each day by our trained in 300 registers—in one step! 
RECORDING AND STATISTICAL CORPORATION 
100 Sixth Avenue New York 13, N. Y. 
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“There never was in the world two opinions alike.” 


JosepH C. O’MAHONEY 
U. S. Senator from Wyoming. 


D. A. Hutcy 
President, Chamber of Commerce 
of the United States. 


Rosert S. Kerr 
U. S. Senator from Oklahoma. 


AusTIN §S. IGLEHEART 
President, General Foods 
Corporation. 


ARTHUR MARKEWICH 
Judge, New York City Court. 


Rosert G. DUNLOP 
President, Sun Oil Company. 


Epitor1AL STATEMENT 
The Guaranty Survey, published 
by Guaranty Trust Company of 
New York. 


J. A. Livineston 
Columnist. 
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“Inflation is doing more damage to the defense effort 
than the Chinese Communists.” 


* 


“The planned economy pegs wages, prices, and profits, 
and that means it pegs the standard of living.” 


* 


“IT am just as happy as if I were smart, and I finally 
decided there is no use to worry about being both.” 


* 


“[We must] fight for internal morality . . . You and 
I have to be healthy of soul. We cannot sit on our 
backsides and slide uphill.” 


> 


“We should be thankful that we have the opportunity 
to find out all the time whether we are right through 
a free and untrammeled press.” 


> 


. of all the ways which may be used to communi- 
cate the truth about our American business system, none 
can instill the depth of conviction which comes through 
personal experience. And to survive, Capitalism must 
be more than a name; it must have real meaning for 
the great majority of the American people.” 


* 


“If our foreign-aid program is to be held within 
rational limits, two principles are essential. As military 
help is extended, economic aid should cease. And mili- 
tary aid itself. should receive the closest scrutiny to 
ensure its necessity and efficacy. Every dollar of aid 
should buy a dollar’s worth, net, of security for the 
common cause.” 


“ 


* 


“If employers need to get across a message to their 
workers, then, it seems to me, the message ought to 
be that disparities, differences, are narrowing. You can 
see it in the way people live. Nowadays, for instance, 
laundry may be done in rich homes and poor by a wash- 
ing machine. Years ago, the well-to-do family sent the 
laundry out, or had a washwoman come in. Electricity 
and technology have been great levelers.” 
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COUPLI 





When pertormance depends on a Inreaa 





.--quality becomes 
insurance. 


The difference between a good instal- 
lation and a potential hazard usually 
depends on the fitting. It is poor econ- 
omy to furnish anything but the best, 
especially when the cost is so little. 
When you specify Capitol Couplings, 
or any Capitol fitting, you get the finest 
it is possible to make with modern 


methods and machinery. 


Capitol Couplings conform to every re- 
quirement of the American Iron & Steel 
Institute, the Association of American 
Railroads, and the American Petroleum 


Institute. 





Ask your jobber about Capitol Couplings. 
(SX; 
L 
— - x = = 2 " 
a. ag = at 
pane (Sa Sa ae 
= 2: [am 6MEG. & SUPPLY.CO. 
i COLUMBUS, OHIO 
COUPLINGS — NIPPLES — UNIONS — _ RADIANT HEAT FITTINGS 





FURNACE COILS —_— WELL SUPPLIES _— STEEL PIPE FITTINGS 


14 


Atexis De TocQuevILLE 
French political scientist and 
observer (1805-1859). 


FraNK R,. KENT 
Columnist. 


Ropert L. CLARK 
Director, manpower office, 
National Security Resources 

Board. 


M. S. RUKEYSER 
Columnist. 


SUMNER SLICHTER 
Economist, Harvard University. 


Rosert L. MINCKLER 
President, General Petroleum 
Corporation. 
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Times-Herald (Washington, D. C.). 


NOV. 22, 1951 


REMARKABLE REMARKS—( Continued) 


“In our age nations cannot do otherwise than see that 
conditions within their frontiers are equal, but it lies in 
their own hands whether this equality leads them towards 
slavery, towards the light or towards barbarism, towards 
prosperity or towards poverty.” 


5 


“No one disputes that expenditure of uncounted bil- 
lions for armament not only must be accompanied by 
grievously heavy taxes but makes essential the elimina- 
tion of governmental waste and a rigid reduction in all 
nondefense expenditures. Nothing else makes sense.” 


* 


“Man power is not to be dealt with like other resources. 
It is the activating force for all national effort. The 
unique character and role of man power, therefore, re- 
quires above all else deep understanding, leadership, and 
wise guidance both for its effective development, and for 
its use.” 

: * 

“While theorists used to feel that taxes were deflation- 
ary, the building of permanent high taxes into the eco- 
nomic structure under the ‘New Deal-Fair Deal’ has had 
a cost-raising effect. This is promoted by the widespread 
human tendency to seek to shift the burden of the cost 
of government to others.” 


* 


“The present lull in inflationary pressures marks the 
transition of the economy from one phase of inflation to 
another—from a phase in which the increase in buying 
came principally from business concerns to a phase in 
which the increase in demand will come in the main from 
the government and from consumers.” 


¥ 


“The tyranny that we must fear is the tyranny of 
government because the all-powerful state is the agency 
which can take away our liberty, reduce our productivity, 
and stop our progres’ for all time. In Russia and her 
satellite countries, this process of description of man’s 
spirit and productivity is called Communism. In Ger- 
many and Italy it was called Fascism. In Great Britain 
it is called Socialism.” 


* 


“In Britain the Socialists are biting out 41 per cent of 
the people’s earnings, or $1.23 of each $3 earned. This 
heavy bite .. . has discouraged incentive and enterprise 
and, instead of lifting, has diminished an already low 
standard of national life. Yet this is what the Socialists 
fight to hold, because it bolsters the cause of state rule. 
The Socialists dress up their bureaucracy as spreading 
wealth, but this is fakery. What they have done is to 
share the poverty, as the English people are learning. 
And we are now face to face with the same proposition.” 
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More than sixty years of 

specialization in the design, fab- 

rication, and erection of power 

plant boilers stand back of the 

Springfield name. Nowhere can 

you find sounder engineering, 

higher quality, or greater values 
, = than Springfield offers in modern 
steam generating equipment to 

meet your needs: ANY SIZE 

..- ANY PRESSURE ... ANY 

TEMPERATURE ... AND FOR 

ANY FUEL. At Springfield, your 

job is in “Experienced Hands!” 


SPRINGFIELD 
BOILER CO. 


1960 E. Capitol Ave., Springfield, Ill. 

Designers, Fabricators 
and Erectors of 

BENT TUBE BOILERS 

STRAIGHT TUBE BOILERS 
SUPERHEATERS 
DESUPERHEATERS 

AIR HEATERS 
ECONOMIZERS 
WATERWALLS 


COMPLETE STEAM 
GENERATING UNITS 








SPECIALIZING IN STEAM GENERATING EQUIPMENT SINCE 1890 
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CONTRA COSTA 
STEAM PLANT 


PACIFIC GAS AND ELECTRIC COMPANY 


The C-E Unit shown here is one of two duplicates néw on order 
for the extension to the Contra Costa Steam Plant of the Pacific 
Gas & Electric Company. 


Each of the units is designed to serve a 100,000 kw turbine gen- 
erator operating at an initial steam pressure of 1450 psi at 1000 F, 
reheated to 1000 F. 


The units are of the radiant type with a reheater section located 
between the primary and secondary superheater surface. A finned 
tube economizer is located below the rear superheater section, and 
regenerative air heaters follow the economizer surface. 


The furnaces are completely water cooled, using closely spaced 
plain tubes and have a refractory floor supported by water tubes. 


Initially these units will be fired by oil or gas, but the design 


contemplates the possible future use of pulverized coal if desired. 
B-5I5A 


COMBUSTION ENGINEERING— 


SUPERHEATER, INC. 


200 MADISON AVENUE , for. o tM Y 


ALL TYPES OF BOILERS, FURNACES, PULVERIZED FUEL SYSTEMS AND 
STOKERS; ALSO SUPERHEATERS, ECONOMIZERS AND AIR HEATERS 
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Little blocks, say 2” x 4” x 8”, don’t pile up very 
fast. 


We hang walls up in sizable panels. 


And that is an easy way to understand why 
Robertson’s real product is time. 


We make walls that are hung in place. We make 
them complete with insulation when the panels 
are delivered. We engineer them piece by piece 
in advance at the factory. We put expert crews on 
the job to place them. 


We make time, now, when time is the essence. 
We save days and weeks in finishing a building 
for use, because years have been put into the 


development of these unique skills. 


Quick is the word we practice. 


Q-Panels are fabricated from Galbestos, alumi- 
num, stainless steel, galvanized and black steel 
in lengths up to 25'. 


Q-Panels, 3" in depth with 14" of incombusti- 
ble insulation, have a thermal insulation value 
superior to that of a 12" dry masonry wall with 
firred peas interior. A single Q-Panel with an 
area of 50 sq. ft. can be erected in nine minutes 
with a crew of only five men, and twenty-five 
workmen have erected as much as an acre of wall 
in three days. 


Q-Panel construction is quick, dry, clean, and 
offers an interesting medium of architectur 
expression. 





A AON 5S RDO MOET TS 


H. H. ROBERTSON Cc o., PA. 


SOM 
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PITTSBURGH, 


Offices in 50 Principal Cities 
World-Wide Building Service 


2424Farmers Bank Building 
Pittsburgh 22, Pennsylvania 
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COMPARE THIS NEW ENGINEERED CONTROL... 








ELECTRIC MANUAL 
TOP 


THERMOMATIC 
GASAPACK TOP 


Complete Flexibility 


No other gas control gives you the flexibility of 
Gasapack! You can supply any one of three types 
of contro) — manual; automatic thermostatic 
control with Electric Top; automatic mechanical 
control with Thermometric Top — all with one 
basic unit. Or you can supply the manual Gasapack, 
and add automatic control — with Electric Top or 
Thermometric Top — at any time! You can satisfy 


any requirement with Gasapack! 








No longer need you assemble four or five different 
controls with their connections — requiring as many 
as fourteen joints! Gasapack users report that reduc- 
tion in assembly and inventory costs alone make 
Gasapack adoption worth while! 


nightmare!” 


The A-P Gasapack — a modern control designed for 
modern furnaces and heaters —to provide the utmost 
in economy, accessibility, convenience and safety. All 
controls built into a compact, efficient, good-looking 
unit you will be proud to use on your heater! 








combines all 5 necessary controls 
into one simple compact unit 


With Gasapack, you have only One unit to install, OnE unit, which eliminates 
the usual pressure regulator, solenoid or diaphragm valve, A-cock, B-cock, 
and pilot filter, with their clutter of nipples, reducers and other fittings. 

Instead, you have a single ENGINEERED control — simple and economical to 
install, easy to operate, silent, efficient and completely dependable. No wonder 
users say that it is the greatest advance in gas controls in twenty years! 

Gasapack’s completely silent operation; 100% safety features; its unique 
adaptability; the availability of simple thermostatic controls; its compactness — 
these are only a few of the reasons why Gasapack makes such a hit with 
manufacturers who require a modern control for modern furnaces and heaters. 

It will pay you to get the complete story on the Gasapack. Write for Bulle- 
tin G-8 today. 


DEPENDABLE Controls 


For Modern Gas Heating 


A-P CONTROLS CORPORATION 


(formerly Automatic Products Company) 


2470 N. 32nd Street 


7 Milwaukee 45, Wisconsin 


In Canada: A-P Controls Corp ion, Ltd., Cooksville, Ontario 








This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 











SANIONA TASAia 


“SIM ‘Z 204MDMIIW /°0) “O4W DUIGGYON 


‘dy 0096 03 01 wo3y sazis ** * spaau snof y20Ur 0} souldua 
BI9qpION VO s[iviap Joy BIIA\ “99TATOS VONTIS [vIIVID IOJ 
poeu nok aouevwsojsod ajqepuadap jo pury oy} Jaatjap sjesaid 
janjeng Bseqpzon sey fooud sapso yvadas st “uays ‘oI9H 

*poy[eisur suIZue puodas 9y3 03 [eINWUapT *** 
poseyosnd useq Mou sey aun janyeng] 3JaqpsJON Psiy? & “ooue 
-wIOJIEd 3Wa]]22x2 II9yI JO asnedeq ‘puL *,,4I0]> 943 punose,, 
paiesedo asam sourSug janjenq, S3JaqpsON OA) IsIy asey], 

*JOWwIJ9IUS DY MY SCZ ® 
Suratsp aun pesseyosodns dy Q¢Z1 sepuryAd-g Ue ** * por[essut 
SUM aUISUg Jonjeng BoqpJON puodes v “6P6T UI *JOjwIIUI3 
DV My 008 UL Zurarsp ‘wds Lz¢ 3 dy OZZI jo Sunes [Iaoyq 
vas v Survey wun padseyosadns a]949-p ‘zaputio-9 v °° * ued 
‘guozisy ‘TweIY IJ1ey2 UT sUTZug Jaserq jenjyenq: BsoqpJON 
SITY) payfessuy ‘oul “OD vOsIpY euOZIsY OY? ‘8PGI UI ATUVI 


soulfue OM ISA} HOWL JO ODUDUIOJIEd 


' 1 < ‘ P< ’ iL? 





Public Utilities Fortnightly November 22, 195} 





Dam breast, power house and 
switching yard of the Buchanan 
Dam, constructed by Lower 
Colorado River Authority. 


Oil circuit breakers are auxiliary- 
battery operated by the Exide- 
Manchex. Operation of a 12’ but- 
terfly valve, not shown, is a new 
application of emergency battery 
power. 





—. 


Bank of 60—EME-13C Exide-Manchex Batteries at Buchanan 
Dam. Mounted back to back on two 2-step Exide Racks. 


POWER for the heart of Texas 


Exide-Manchex arteries 


GREATER CAPACITY in a given amount of space 
avoids overcrowding of equipment. 


A short distance above the capital city of the 
Lone Star State, a power station enlarged in 
1949-50 is in operation. Buchanan Dam, a unit 
of the Lower Colorado River Authority, is one 
of the most modern and finest equipped stations 
in the country. 

Among this fine equipment at Buchanan Dam 
is the Exide-Manchex, which provides depend- 
able standby power for all storage battery oper- 
ations. A logical choice, for in Exide-Manchex 
Batteries you get: 

POSITIVE OPERATION. Dependable performance 
at ample voltage with no switching failures. 
INSTANTANEOUS POWER, at high rates for 
switchgear operation, adequate reserve power for 
dependable performance of all other control 
circuits and also emergency lighting. 

LOW OPERATING COST: Extremely low internal 
resistance. 

LOW MAINTENANCE COSTS: Water required 
about twice a year. No change of chemical 
solution needed during life of battery. 

LOW DEPRECIATION ...due to sturdy, long- 
life construction. 


These are the features that help to make Exide- 
Manchex your best battery buy for all control 
and substation services. 


LEAD CALCIUM BATTERIES 


Exide first produced Lead Calcium Batteries in 
1935. Since that time we have progressively 
followed an extensive program of laboratory 
research and development along with a study 
of Exide Lead Calcium Batteries in actual 
service. 


Much has been learned during those 16 years. 
Though the time is too short to specifically 
predict length of battery life, definite conclu- 
sions have been reached regarding proper 
application. We will be glad to inform you 
where these cells can satisfactorily serve. 


THE ELECTRIC STORAGE BATTERY CO. 
Philadelphia 2 
Exide Batteries of Canada, Limited, Toronto 
**Exide”’ and ‘‘Manchex" Reg. Trade-marks U. S. Pat. Of. 


1888...DEPENDABLE BATTERIES FOR 63 YEARS...1951§@20 
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How to develop 
the potential ability 


of your ; 
supervisors # 
- 


IL. one company after 
another, the group-conference system has proved 
to be a profitable method for training supervisors to. . 


Develop management ability. 


Uncover weak spots in company organization. 


a 
@ Apply policies and procedures uniformly. 
* 
. 


improve employee morale and productivity. 


Under this system, trained leaders guide the discussions within 
small groups. Supervisors themselves get a chance to help formulate 
company policy and program by contributing their own ideas and 
information. 





Epasco consultants have a fund of 
experience in this type of work. They E BA Sco 
can help you en such a program, 
a oe ers Bees Jour Ge and 

et the conferences under way e : 
as glad to discuss the application of SERVIC £ Ss 


this system to the problems of your INCORP ° RATED . 
company. 


FREE Book.et! Write for your “\ Two Rector Street 
reprint of a helpful article, New York 6, NY <a Conary 


“Management Development”. gn aE "% 
senestininssabsetiahabeiia dB 


nee, conse™ 





Appraisal » Budget . Business Studies - Consutting Engineering * Design & Construction . Financial . Industrial Relations . 
Inspection & Expediting . Insurance & Pensions . Purchasing » Rates & sinned Research » Sales & Marketing - Systems & Methods . Taxes - Traffic 








ees st 
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From Pole to Pole 


a INTE RNATIONALS LEAD 


Telephone equipment requires a truck that is not only a “bear” 
for strength and power, but a truck that’s “careful of the load” 
as well. 

No truck meets these requirements as economically as an In- 
ternational. Here’s why: 

1. Every part of an International is heavy-duty engineered. This 
means amazing extra stamina, longer life, and above all-— 
lower operating and maintenance costs to you regardless of 
the job. 

2. The Comfo-Vision Cab, “roomiest on the road” means you 
get controlled heat and ventilation, deep cushioned seats, and 
full front visibility. 

3. International Trucks have the best truck engines in the world. 
Nowhere else will you find such an efficient balance of power, 
speed and economy. 

4. When you choose an International, you choose from the world’s 
most complete line of trucks; 115 basic models, plus thou- 
sands of specialized variations. G.V.W.’s from 4,200 pounds 
to 90,000 pounds. 

5. International Trucks are backed by the largest, most com- 
plete, and best equipped exclusive truck servicing system in 
the world. Specifically this means that you can always get 
expert servicing on your International, and you get it fast! 


For a more complete story on the | 
ternational that’s right for your job, 
see your nearest International Truck 
Dealer or Branch soon. 


» * 
. Lae 
‘ } 
International Harvester Builds fe] 
McCormick Farm Equipment and Farmall 


Tractors .. . Motor Trucks . . . Industrial 
Power . . . Refrigerators and Freezers 


WETERNATIONAL HARVESTER COMPANY + CHICAGO 


» TRUCKS 
‘teed of the Highway" 
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This advertisement is neither an offer to sell nor a solicition of offers to buy any of these securities. 
The offering is made only by the Prospectus. 


October 31, 1951 


1,716,500 Shares 


Commonwealth Edison 
Company 


$1.32 Convertible Preferred Stock 


(Cumulative—Par Value $25 Per Share) 


Holders of the Company’s outstanding Common Stock are being offered 
the right to subscribe at $31 per share for the above shares at the rate of 
one share of Convertible Preferred Stock for each eight shares of Common 
Stock held of record on October 30, 1951. Subscription Warrants will expire 
at 2 P.M., Chicago Time, (3 P.M., New York Time), on November 14, 1951. 

The several Underwriters have agreed, subject to certain conditions, to 
purchase any unsubscribed shares and, both during and following the sub- 
scription period, may offer shares of Convertible Preferred Stock as set forth 
in the Prospectus. 


Copies of the Prospectus may be obtained from any of the several 
underwriters, including the undersigned, only in States in which 
such underwriters are qualified to act as dealers in securities 
and in which the Prospectus may legally be distributed. 


Glore, Forgan & Co. The First Boston Corporation 
Harriman Ripley & Co. A.G. Becker &Co. Blyth &Co.,Inc. Central Republic Company 
Incorporated Incorporated (Incorporated) 


Goldman, Sachs & Co. Harris, Hall & Company Kidder, Peabody & Co. Lehman Brothers 


(Incorporated) 


Merrill Lynch, Pierce, Fenner & Beane Smith, Barney & Co. Union Securities Corporation 


White, Weld & Co. A. C. Allyn anti Company 


Incorporated 
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SEWAREN 
KEYNOTES EFFICIENCY 


RICHARDSON 


DENOTES COMPLIANCE 


Efficiency and simplicity keynoted the design 
and construction of Public Service Electric and 
Gas Company’s new, 450,000 kw. Sewaren 
Generating Station. To keep building and op- 
erating costs down, four semi-outdoor type 
boilers supply steam at 1050° F., the highest 
temperature to be utilized commercially. To 
keep tab on coal consumption, 12 self-testing, 
elongated type, Richardson Automatic Coal 
Scales were installed. 

An 1800-ton bunker supplies coal for each 
boiler. Four of the 12 Richardson Scales weigh 
and feed coal to three pulverizers, each of 
which is fed from either of two scales. When 
required, coal can be by-passed through a 
motor operated gate direct to the pulverizer 
or to a shuttle conveyor for delivery to adja- 
cent boilers. Dust-proof construction of scales 
withstands pressure equal to 40 inches of 
water, confines coal dust to scale housing, 


@® 5867 


MATERIALS HANDLING 8Y WEIGHT SINCE 1902 


ceatributes substantially to cleanliness of the 
plant. 

For over 40 years Richardson Automatic 
Coal Scales have been helping central stations 
and industrials eliminate preventable coal 
waste and produce more power at less cost 
--.a good reason for calling on Richardson 
when you plan to modernize your present 
plant or build a new one. 


3 BULLETINS AVAILABLE 
Send For Them Today For Complete Information On: 


Model K-39, for pressure tight (up to 60” of 
water), large capacity service—400-500 lbs. 
per discharge—Bulletin No. 0250 
EE39, for dust tight, average service—200- 
300 Ibs. per discharge—Bulletin No. 0150 
Monorate, non-segregating coal distributor 
—Bulletin No. 1349 


RICHARDSON SCALE COMPANY 
Clifton, New Jersey 

Atlonta © Boston °* Buffalo © Chicago 

Cincinnati © Detroit © Houst © Mi poll 

New York * Omaha © Philadelphia © Pittsburgh 

San Francisco * Wichita * Montreal © Toronto 
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OW...do all three trench-completion 
ibs with one machine 


TAMPS! IT BACKFILLS! IT LAYS PIPE! 


@ Tamps—backfills — @ One-man operation @ Does all types of 
travels simultaneously light crane work 


@ Tamps 380 Ft-lb 
blow 45 times 
per minute 











@ Hydraulic clutches 
= for speedy backfill @ Loads, unloads, 
with exact control handles pipe, 
i sheathing, etc. 
@ Backfills spoil from 

@ Tamps from side either side of trench @ 5,000 Ib. crane 
or straddling capacity 
trench 


@ Power hoist 


@ Telescopic boom 


@ Tamps thicker ee ans @ Same speeds 


layers either direction 


®@ Correctly balanced 


steel backfill board 
@ Full crawler 


maneuverability 


A MACHINE THAT BELONGS IN YOUR '52 PLANS 


Get more work for your budget dollar! The “80” is time-tested 
and job-proved—for tamping, backfilling, pipe handling 
and other types of trench completion work. Get complete 
information on it gow! 


CNS 
Kf mS 
in’ Hy SEE YOUR LOCAL DISTRIBUTOR OR CONTACT FACTORY DIRECT 


\ 
2% THE CLEVELAND TRENCHER CO, dirmisse v7 ono 
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Can You Be Confident ? 


F in conjunction with your next annual meeting— 

or at some contemplated special meeting—pro- 

posals other than routine are to be voted upon—to raise 
debt ceiling—authorize new securities—grant conversion 
privilege for convertible bonds, etc.—can you feel con- 
fident that your stockholders will support management’s 
recommendations with adequate votes of approval—on 


time? 


Such an important meeting frequently merits pro- 
vision of special handling—utilizing the services of our 


proxy soliciting organization as a form of insurance that 
the meeting will be successfully held on scheduled date. 


Our record of performance for the utility industry 
is outstanding. We invite your inquiry for additional 


information. 





National or Sectional Coverage 





+ e 


DUDLEY F. KING 


Associates: 
JOHN H. C. TEMPLETON * CHARLES A. NICHOLLS + PHILIP H. CARPENTER * WARREN W. AYRES 
a. 


70 PINE STREET, NEW YORK 5, NEW YORK 










OVER EIGHT 
MILLION 
HORSEPOWER 


The Newport News Shipbuilding 
and Dry Dock Company has re- 





ceived orders for the building of 
hydraulic turbines aggregating 
output of 8,150,000 horsepower. 





ASSEMBLY OF SPIRAL CASINGS FOR C. J. STRIKE DEVELOPMENT 


NEWPORT NEWS 


SHIPBUILDING AND DRY DOCK COMPANY 


Newport News, Virginia 





Youve a step ahead with.. 











Hlere are just a few of many developments 
in power equipment which typify the Elliott 
habit of keeping ahead, of attacking old 
problems in new ways, and of assuring up- 
to-the-minute design and performance econ- 


omy to purchasers of Elliott equipment. 





she or ea makes 
“ eater thot | gubvlar 
sat ' 
en condense 





ELLI TT HEADQUARTERS AND GENERAL OFFICES 
ec JEANNETTE, PA. 
Plants At: JEANETTE, PA. * RIDGWAY, PA. * AMPERE,N. J. * SPRINGFIELD, 0. * NEWARK, N. }. 


DISTRICT OFFICES IN PRINCIPAL CITIES 
Q-1! 
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z NovEMBER z 





1 fet Institute of Electrical Engineers will hold technical conference, Atlantic 
City, N. J., Dec. 6, 7, 1951. 





{ Southeastern Association of State Highway Officials will hold annual meeting, Charles- 
ton, S. C., Dec. 6, 7, 1951. 








{ Columbia Affiliates Advisory Board, Districts 4, 5, and 8, will hold meeting, New 
Orleans, La., Dec. 10, 1951. 








q Gaye pe of Mechanical Engineers begins annual convention, Atlantic City, 


” 








{ Edison Electric Institute, Industrial Relations Committee, will hold meeting, New 
York, N. Y., Dec. 13, 1951. 








q Building Research son ” begins conference on atomic installation in build- 
ings, Washington, D. C., 








{ Westinghouse Efectric Corporation begins 4-H farm-home electric program ® 
conference, Chicago, Ill., 1951. 








{ Pacific Coast Electrical Association begins annual Hawaiian conference, Honolulu, 
Hawaii, 1951. 














> | so and Gas Association of New York, Inc., will hold Christmas luncheon, New 
York, N. Y., Dec. 20, 1951. 





rH DECEMBER z 





4 NBC Radio and Television Affiliates begin fifth annual convention, Boca Raton, Fla., 
1951. 





9 American Society of Refrigerating Engineers begins annual meeting, New Orleans, 
La., a. 





q Institute of Cooking and Heating Appliance Manufacturers begins semiannual meet- 
ing, Cincinnati, Ohio, 1951. 





4 Chemical Specialties Manufacturers end meeting, Washington, D. C., 1951. 














1 flotiqnet Game of Manufacturers begins annual meeting, New York, > 
1. 
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NovEMBER 22, 1951 


Competitive Bidding Proves Out 


This is an article favorable to competitive bidding of public 

utility security issues. The author lends support to the proposi- 

tion that competitive bidding has resulted in successful issuance 

of utility securities, no matter how much management may 
prefer negotiated sales. 


By JOHN F. FALVEY* 


4 AMNED if you do, and 

D damned if you don’t” is an 

old axiom which might 

well be applied to anyone having the 

temerity to discuss the subject of com- 
petitive bidding. 

The pros and cons of this subject 
have been the basis of considerable 
argument during recent years. For 
proof of this, one need only look into 
the records of the Federal govern- 
ment’s current long-drawn-out anti- 
trust proceeding against seventeen in- 


*For personal note, see “Pages with the 
Editors.” 
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vestment banking firms. This proceed- 
ing has strayed far from its original 
purpose in much of its hearings and 
has evolved into practically a contest 
of the relative merits of negotiated 
underwriting versus competitive bid- 
ding. 

The government’s suit, in fact, was 
so described by Judge Harold R. 
Medina, when he stated at one of the 
numerous sessions that the proceeding 
might prove to be merely the result of 
“the normal aggressive functioning of 
adversaries in the great ‘death strug- 
gle’ between competitive bidding on 
NOV. 22, 1951 
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one end and the underwritten negotiat- 
ed system on the other.” 

If ever one should seek a situation 
where “Ne’er the twain shall meet,” 
he would find it in a discussion of the 
merits of competitive bidding versus 
negotiated sale of securities. 

The writer has no desire to stand 
squarely in the middle on this most 
controversial of subjects. He pro- 
poses, instead, to set forth the whys 
and wherefores and say, as the late Al- 
fred E. Smith did on numerous occa- 
sions : “Let’s look at the record.” 

The record should speak for itself. 


yoann though it may seem, 
competitive bidding is not merely 
the brain child of the Securities and 
Exchange Commission in its promul- 
gation of the Securities Act of 1933 
or of the Public Utility Holding Com- 
pany Act of 1935. 

Competitive bidding had its origin 
back in the so-called “horsecar days” 
of 1870 when the commonwealth of 
Massachusetts enacted a statute re- 
quiring that capital stock of gas and 
electric companies not taken by share- 
holders pursuant to their pre-emptive 
rights be disposed of through competi- 
tive bidding; forty-nine years later it 
followed this with a statute requiring 
competitive bidding for utility bonds. 

Compulsory competitive bidding 
has passed in successive stages through 
the Interstate Commerce Commission 
(1926 on equipment trust certificates 
and 1943 on all railroad bonds), the 
Federal Power Commission (1939), 
the Federal Communications Commis- 
sion (1939), and the Securities and 
Exchange Commission (1941). 

Similar requirements have been 
adopted by a number of state regula- 
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tory commissions, notably New York 
and California. 

The trend of regulatory thinking to 
competitive bidding is readily under- 
standable. Commissions have ap- 
proached the subject solely from the 
standpoint of cost and rates. As a re- 
sult, their primary objective is to see 
that the companies under their juris- 
diction obtain their capital require- 
ments at the lowest cost possible. 

This is their one and only objective, 
and it is expressed very briefly and 
clearly in their opinions. 

“In the exercise of our power to 
prescribe rates,” the Interstate Com- 
merce Commission said in 1943 in re- 
quiring competitive bids for all rail- 
road bonds, “we are directed to give 
due consideration, among other fac- 
tors, to the need, in the public interest, 
of adequate and efficient railway 
transportation service at the lowest 
cost consistent with the furnishing of 
such service.” 

“It would seem fair,” the Federal 
Communications Commission said in 
asking congressional authority in 1939 
to regulate the issuance of telephone 
securities, “that, if the cost of bond 
money is to be . . . evidence in estab- 
lishing a fair rate of return, the in- 
vestment bankers should be given an 
opportunity to make competitive bids, 
and the investment market should be 
allowed to express itself freely as te 
the rate of return at which it will sup- 
ply the telephone business with that 
capital.” 


N promulgating its Rule U-50— 
which in many quarters is consid- 
ered the real big forward step toward 
nearly universal adoption of competi- 
tive bidding—the Securities and Ex- 
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change Commission held that “Public 
utility holding and operating com- 
panies owe a duty to the public to ob- 
tain their capital at the lowest cost 
consistent with a sound financial struc- 
ture. 

“This duty arises from the obli- 
gation of public utility companies to 
furnish the public with the best pos- 
sible service at the lowest possible 
price. The cost of capital is an impor- 
. tant element in the determination of a 
fair rate of return on utility capital 
and thereby it enters into the deter- 
mination of utility rates...” 


| grew nowhere will one find more 
pointed support for competitive 
bidding than that offered by the New 
York and California regulatory au- 
thorities. As expressed by its then 
chairman, Milo R. Maltbie, the New 
York Public Service Commission said 
in May, 1945, in the Kings County 
Lighting Company bond case :* 


In recent years, and particularly in 
1944 and 1945, the sale of securities 
through competitive bidding has grown 
by leaps and bounds, and companies 
generally have resorted to this method 
in preference to private sale or agree- 
ment without any public offering, This 
commission has rejected proposals for 
a private sale because it did not believe 
the companies had obtained as good 


159 PUR NS 19. 


terms as they could have secured ; and 
in every instance where the petition 
has been denied and competitive bid- 
ding has been utilized, the company 
has obtained better terms, particularly 
in the way of lower interest rates and 
higher prices, than were proposed in 
the rejected petition. Whether a pri- 
vate agreement made without any com- 
petitive bidding is the best that can be 
obtained is obviously a matter of opin- 
ion until bids have been received ; but 
there is one great advantage of com- 
petitive bidding from the standpoint 
of the commission and of company offi- 
cials. 

We have had so much experience 
with competitive bidding and the bene- 
fits to the companies under our juris- 
diction have been so great that there is 
no longer any question of the practi- 
cability of competitive bidding and that 
this means will obtain better terms than 
private sale. It may be that if condi- 
tions were to change and through some 
means real competition were to be elim- 
inated, so that it did not represent a free 
expression of the financial world as to 
the proper price to be paid for an issue, 
“competitive bidding” would need to 
be abandoned. But there is no such 
condition at present and there seems to 
be no better way of determining what 
is the best a company can obtain for 
the securities it issues than by inviting 
bids from any source with full pub- 
licity and with ample time afforded to 
submit bids. 


HE California Railroad Commis- 
sion (now the California Public 


Utilities Commission) held public 


& 


is readily understandable. Commissions have approached 


q “Tue trend of regulatory thinking to competitive bidding 


the subject solely from the standpoint of cost and rates. 
As a result, their primary objective is to see that the com- 
panies under their jurisdiction obtain their capital require- 
ments at the lowest cost possible. This is their one and only 
objective, and it is expressed very briefly and clearly in 
their opinions.” 
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hearings in 1945 on the question of 
competitive bidding versus negotiated 
sale of securities and issued its memo- 
randum on the subject on January 15, 
1946.* 

In this memorandum the Cali- 
fornia commission went beyond other 
commissions in labeling as an “ad- 
versary party” the traditional banker 
on whom utilities “depend for advice 
and guidance...to sell their se- 
curities.” 

“Obviously,” the commission said, 
“the banker is an adversary party. It 
is doubtful whether the utilities should 
depend upon him for advice. In sev- 
eral instances members of investment 
banking firms were on the board of di- 
rectors of the utilities whose securities 
they purchased. The record lacks con- 
vincing evidence that the utilities 
shopped around to sell their securities. 
A competitive bidding rule may relieve 
the utilities from what seems an 
implied right that bankers have to 
purchase the securities of certain 
utilities. . . 

“There is judicial authority for the 
proposition that the sale of securities 
by utilities is no longer a matter that 
rests exclusively with the manage- 
ment of the utilities. It is well estab- 
lished that the commission has the 
power to fix rates to protect the users 
of utility services and the utility itself. 

. In fixing a fair return, the com- 
mission takes cognizance of outstand- 
ing securities and the burden, in the 
way of interest and dividends, that 
they impose upon a utility. The price 
at which securities are sold enters into 
that determination. . . .” 

A host of utility company manage- 
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ments will not go along with this so- 
called “pinch penny” attitude of the 
various commissions — both Federal 
and state—in swinging whole hog to 
support of competitive bidding on the 
question of cost and cost alone. 


HAT difference does it make, 

they argue, whether we pay an 
additional one-quarter of one per cent 
for our new money. After taxes are 
deducted, this additional cost will 
mean little to the average consumer of 
our services. As against this, we are 
compensated for the small added cost 
by the knowledge that our new issue 
has found a ready market, the invest- 
ment banking group which under- 
wrote it has been able to obtain ade- 
quate remuneration for its efforts, 
and as a result we have not left a bad 
taste in the mouths of dealers or in- 
vestors; such as nonremuneration for 
unsuccessful bidders whose extensive 
paper work went for naught, and as 
might be the case—and sometimes is 
—when overbidding for the issue 
leaves a substantial part of it undi- 
gested and the winning syndicate 
either has to carry the unsold portion 
for a considerable time or has to cut 
the price to get it off its shelves. 

On the basis of “all work and no 
pay” for unsuccessful bidders for cor- 
porate issues, the opponents of com- 
petitive bidding have something to 
buttress their arguments. The record 
for the ten years ended with 1950 
clearly shows that there were 36 un- 
successful bids for each 10 success- 
ful ones—or a ratio of 3.6 to 1. 

With these odds against even ob- 
taining a given new issue, and the 
small remuneration usually obtainable 
from winning bids, the lot of the aver- 
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Issue 
Public Service Electric & Gas Co. 
$15,000,000 30-year bonds 
Brooklyn Union Gas Co. 


$30,000,000 bonds and $12,000,000 debentures .... 


Georgia Power & Light Co. 
$2,500,000 30-year bonds 
Kings County Lighting Co. 
$4,200,000 30-year bonds 
Pacific Telephone & Telegraph Co. 
$75,000,000 30-year debentures 
Duke Power Co. 
$40,000,000 30-year bonds 
Indianapolis Power & Light Co. 
$8,000,000 25-year bonds 


Total Savings in Net Interest 


Date of Offer Net Interest Saving 
$ 505,035 
2,669,612 
408,225 
17,492 
1,545,500 
2,658,974 
220,394 
"$8,025,232 


6/1/42 
9/20/44 
5/7/45 
8/6/45 
12/10/45 
2/15/49 
5/9/49 





age underwriter of corporate securi- 
ties under the competitive system has 
indeed been a hazardous one. 

Success in this risky field can be 
summed up in a limited number of 
words, according to lending officers of 
several leading institutional buyers of 
corporate securities. 

“Competitive bidding works only in 
a rising market,” they say, “and to 
beat it one must have plenty of money, 
overbid the prevailing market by 10 
basic points, and then sit back and wait 
for a rise in the market to bail you 
out.” This is the practice followed by 
successful exponents of competitive 
bidding in recent years, according to 
these unusually well-qualified observ- 
ers of the market scene. “With the 
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cost of borrowed funds representing 
less than half of the interest accruing 
on the bonds held,” they add, “how 


could you lose?” 


B’ this selfsame token, however, 
the obstacles posed for the under- 
writers for corporate securities under 
competitive bidding have worked ad- 
vantageously for the issuing com- 
panies, from a cost standpoint. 
Over the past decade the record 
shows consistent and distinct savings 
on the side of competitive bidding as 
against negotiated sale of securities. 
The interest savings, in fact, are 
startling for the handful of new issues 
for which negotiated bids were reject- 
ed by commission edict in favor of 
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competitive bidding. For these eight 
public utility issues, totaling in all ap- 
proximately $186,700,000 principal 
amount, the savings amounted to 
slightly more than $8,000,000 over the 
life of the issues on the basis of net 
interest cost. These economies aggre- 
gated nearly 4.30 per cent of the prin- 
cipal amount of the issues, which is a 
substantial figure, however measured ; 
and they explain the haste with which 
the regulatory agencies have espoused 
competitive bidding in their effort to 
hold down the operating costs of the 
utilities under their jurisdiction. 

The savings are itemized by issues 
in the table shown on page 707. 


apne by management choice 
or under compulsion of regula- 
tory agencies, the fact remains that 
throughout recent years competitive 
bidding has been accounting for the 
preponderant portion of the total vol- 
ume of new debt issues coming to 
market for new money purposes and 
for refunding of outstanding securi- 
ties. From 35 per cent of the total in 
1941, competitive bidding by 1950 had 
increased its proportion of the total to 
93 per cent. For the past decade the 
average accounted for by competitive 
bidding was better than 74 per cent. 

The table on page 709 shows the 
breakdown of new debt financing an- 
nually between competitive bidding 
and negotiated sale. 

As this table shows, the volume 
of negotiated sales of securities 
would be minute in comparison with 
competitive sales were it not for the 
negotiated sales made by industrial 
companies. Their recourse to competi- 
tive bidding was virtually nil. 

The same situation continued to 
NOV. 22, 1951 


hold true during the first six months 
of 1951. For this period competitive 
sales of corporate bonds amounted to 
$852,382,750 and negotiated sales— 
mostly industrial — totaled $380,- 
093,900. 

Issuers and underwriters of new 
securities have had two serious ob- 
stacles with which to contend to date 
this year; the unsettlement in market 
conditions resulting from the hasty ac- 
tion of the Secretary of the Treasury 
in “pulling the plug” from support of 
government bonds, early last March, 
and the consequent practical freezing 
of insurance company funds in long- 
term governments. 

Competitive bidding was put to a 
severe test during the period of market 
unsettlement last spring. For a time, 
it appeared scarcely equal to the task 
as issue after issue experienced acute 
market indigestion due to repeated 
weakness in government bonds, mak- 
ing it impossible for underwriting 
firms to correctly forecast the market 
for new securities. 

This cannot be an indictment of 
competitive bidding, however, since 
even negotiated sale of securities 
would have met with the same ob- 
stacles. 


N°? one can make a hard and fast 
estimate of the saving which 
utility company managements may 
have realized by selling their huge 
volume of new securities during the 
past decade through competitive bid- 
ding rather than by negotiated sale. 
Any guess would be pure conjecture. 
But the economies must have been tre- 
mendous if the experience of the 
companies whose securities were 
thrown to competitive bidding by reg- 
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ulatory agency edict are any criterion. 

At any rate, it would seem that the 
burden of proof as to the worth of 
competitive bidding for securities 
rests not with its proponents but with 
its opponents. This is because man- 
agement of the individual companies 
in the field of public service is con- 
strained in its search for funds to ob- 
tain them at the lowest-cost basis 
possible. 

Only through the medium of com- 
petitive bidding can the issuing com- 
pany be certain that its financing cost 
represents the “cold, bloodless verdict 
of the market place,” and thus erase 
any doubt which might arise in any- 


e 


Public Utility 


Competitive 


1,073,577 
1,532,445 


one’s mind as to whether the bid ob- 
tained was the best one available under 
the conditions prevailing at the time 
of sale. 

Essentials of the controversy as to 
the relative merits of negotiated sale 
and competitive bidding remain un- 
changed, in the words of some sup- 
porters of the negotiated sale route. 
“They concern the right of private 
people,” these adherents of negotiated 
sale state, to do business in the manner 
they prefer and with the people they 
prefer. “Where there is a public inter- 
est,” they aver, “as in the utility and 
transportation fields, government has 
spread its regulatory hands.” 


Railroad 
Competitive Negotiated 


$ 48,697 $32,418 
9,500 


’ 


Negotiated 
$ 308,575 
31,000 
26,000 
300,450 
109,766 
193,200 
53,000 
60,000 
16,000 


97,000 None 








$10,358,487 
89.7 


Avg. Size of Issue ($000) $ 23,330 


Industrial 
Competi- 


$13,700 
None 
None 
None 
None 
None 
15,000 
None 


Negoti- 

tive ated 

$ 303,500 
202,200 


$1,194,991 
$ 20,254 


$80,901 
$ 8,989 


$2,855,833 
97.2 
$ 27,998 


Total of All 3 Classes 
Number of Issues 

Negoti- 
ated 


Dollar Amount 
Competi- Negoti- Competi- 
tive ated tive 


$ 350,317 $ 644,493 
218,850 233,200 


170,477 
1,091,868 667,000 
3,041,459 646,676 
1,488,605 998,010 
1,833,725 329,500 
2,012,304 297,800 
1,084,947 441,500 
1,768,445 





— 
$14,350 $ 


Avg. Size of Issue ($000) 


17,598 
709 


$4,566,656 


138,000 
$13,243,020 
74.4 

$ 24,166 $ 17,908 
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This line of thinking received con- 
siderable cognizance by the California 
Public Utilities Commission a half 
decade ago when it stated, as men- 
tioned above: “There is judicial au- 
thority for the proposition that the sale 
of securities by utilities is no longer a 
matter that rests exclusively with the 
management of the utilities.” The 
commission in its findings in support 
of competitive bidding pointed out 
that the price at which securities are 
sold constitutes an element in the de- 
termination of rates for the individual 
utility and on this basis it falls square- 
ly within the aegis of the commission. 

These advocates of negotiated sale 
further state that “the abuses of the 
1920’s which led to such interven- 
tions (by regulatory agencies) were 
real enough, but they are long past and 
whether they could ever be cured or 
prevented by enforced sealed bidding 
for new securities is still an arguable 
point.” 


O' course, all new financings do not 
lend themselves per se to com- 
petitive bidding. An outstanding ex- 
ception, for instance, is that of the new 
natural gas pipeline company, and 
there have been numerous of these in 
the past few years. 

For them the imposition of competi- 
tive bidding would mean disadvan- 
tages far exceeding the advantages. 
Such a company needs an arrange- 
ment whereby it can take down its 
needed funds over the life of the con- 
struction period—normally two years 
or more. It would have no use what- 
ever for the money in one lump sum 
prior to the start of construction. 

Furthermore, a new company build- 
ing a line cannot raise the money com- 
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petitively to start with, because it has 
no earnings basis and it does not have 
physical property which can be pledged 
under a mortgage. 

The most that it can have in the 
form of assets, and these are largely 
intangible, are pledged reserves of nat- 
ural gas to feed its line over a 20-year 
period, as required by the Federal 
Power Commission, as well as con- 
tracts for sale of the gas either di- 
rect to industry or for resale through 
existing local utility distributing 
companies. 

Even if the pipeline could raise this 
needed money on a favorable interest 
cost basis, which is unlikely, it would 
find itself saddled for most of the 
construction period with money which 
it did not need and on which it would 
be paying a burdensome interest 
charge. The word “burdensome” is 
used because any cost, however small, 
is burdensome if it does not have a 
compensating factor in the form of 
working facilities whose contribution 
to income will offset the cost of the 
borrowed capital. 

In cases such as new pipelines, the 
logical route for raising money is by 
negotiation wherein the funds are 
pledged and taken down only as need- 
ed, with interest charges accruing only 
as the line of credit is drawn upon. 


HEREAS terms and conditions of 

an issue of securities are set 
when the issue goes into the machinery 
of competitive bidding, this does not 
hold true where negotiated sale has 
been arranged. Thus the pipeline or 
other company running into contin- 
gencies which were unforeseen at the 
outset may arrange to make the re- 
quired changes in indenture provisions 
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Guessing about Past Savings 


—— one can make a hard and fast estimate of the saving which 

utility company managements may have realized by selling 

their huge volume of new securities during the past decade through 

competitive bidding rather than by negotiated sale. Any figure would 
be pure conjecture.” 





merely by consulting with the handful 
of lenders. 

As against this, effecting a change 
in indenture provisions of an issue fol- 
lowing sale at competitive bidding 
might prove to be a monumental task, 
if not a wholly impossible one. 


0 pews such exceptions might be 
cited which would have to be 
taken into consideration by regulatory 
authorities, however close their adher- 
ence to the competitive bidding rule 
should be. 

Nothing works well for everyone 
concerned ; what is good for one might 
not be so good for another, and, in 
fact, might be downright disadvan- 
tageous. This applies equally as well to 
the medium chosen for selling securi- 
ties. In competitive bidding the risks 
for the individual bidders are great 
and the return on the average success- 
ful bid is narrow. This is true of com- 
petition everywhere. All that is need- 
ed is one unsuccessful effort where an 
overbid or a subsequent falling market 
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requires price cutting to move an is- 
sue and the underwriter finds himself 
working for nothing for considerable 
time due to the 3.6-to-1 ratio of un- 
successful to successful bids over a 
period of years and to the low per- 
centage of profit on the average suc- 
cessful bid. 

Due to this element of risk and to 
the consequent need for substantial 
capital on the part of the underwriter, 
if losses are to be minimized, under- 
writing still is concentrated in a rela- 
tive handful of large banking firms. 
As a result, the so-called small dealer 
has not been aided to the extent envi- 
sioned by the SEC’s Rule U-50 that 
its adoption would equalize oppor- 
tunity throughout the investment 
banking field. 

With its obvious faults, however, 
competitive bidding still has worked 
from the standpoint of the issuing 
companies. Whether all the ills at- 
tendant upon bidding for corporate 
securities would be eliminated by a 
complete return to the so-called “tra- 
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ditional banker” method of financing 
is highly debatable. In fact, the writer 
has grave doubts as to its efficacy. 
Where no competition exists, the 
protected bidder naturally is prone to 
bid a price sufficiently high to insure 
a profit in the face of every conceiv- 
able contingency. This is only natural. 


7. question might be asked 
whether the “traditional banker” 
at all times would place the welfare of 
the client company above its own 
selfish interests. The writer believes 
not and can mention one specific case 
in point. This does not refer to com- 
petitive bidding but it would require 
no great stretch of the imagination to 
make it so. In this instant case a lead- 
ing firm in the textile field was being 
opposed by a group of substantial 
stockholders who took exception to the 
“laissez faire’ attitude of manage- 
ment. 

In an effort to effect changes and to 
provide adequately and efficiently for 
the financing needs of the company, 
the stockholder group consulted one 
of the leading investment banking 
firms. 

After being welcomed with open 
arms at the outset, the group was sur- 
prised to find the investment banking 
firm in question had changed its mind 
and decided not to enter the textile 
company picture because, in checking 
the situation, it had been told by the 


company’s “traditional banker” that 
it “would not like to see the competitor 
banking firm in the picture.” 

As a result, the textile company’s 
stockholder group has been unable to 
do anything about correcting the pic- 
ture and the management continues to 
pursue its same old stodgy way, and 
the shareholders—the real owners of 
the company—are the losers. 


6 Bac case of competitive bidding 
versus negotiated sale seems to 
parallel the age-old argument as to 
which is the proper method to use in 
determining a rate base for a utility 
company. Each one of the many 
methods has its adherents, but to quote 
Milo R. Maltbie, the former chairman 
of the New York Public Service Com- 
mission, as he expressed himself to the 
writer some time ago: “There is no in- 
fallible yardstick for determining the 
rate base for a utility company. I 
favor original cost, because this meth- 
od, in my opinion, permits of the least 
margin of error.” 

The same conclusion may be drawn 
as to the methods for selling cor- 
porate securities. Competitive bidding 
has its shortcomings, but these, in the 
opinion of the writer, are outweighed 
by the obvious advantages to the issu- 
ing company, to its shareholders, to 
the consumer of its services, and to 
the regulatory agency under whose 
supervision it operates. 





“We look forward hopefully to the day when the contest for sound 


money shall be won. 


eanwhile, Congress could, if it would, reduce 


the degree of the government's dependence on the extravagance of 
‘cheap money by permitting a great deal less government spending.” 
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—Ep1Tor1AL STATEMENT, 
The Wall Street Tournal. 
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A Natural Gas Pipeline Company 
Doubles in Archaeology 


Here is an account of what happened when line construction 
began to run into priceless relics of archaeological value. The 
resulting co-operation between government scientists and the 
pipeline construction teams is an adventure well worth reading 


about. 
By B. MARSHALL WILLIS* 


RESS, radio, and other media of 
communication have provided the 
nation with many interesting tales 
of what goes on within government 
departments, the halls of Congress, 
and between government agencies on 
one hand and industry on the other. 

Most frequently these are tales of 
discord. Occasionally they are ac- 
counts of business-government co-op- 
eration. The public in its craving for 
“news” seems to demand the sensa- 
tional and this is ordinarily interpreted 
to mean the discordant notes rather 
than notes of public and private har- 
mony. 

What seemed to be an unusual bit 
of news was contained in two half- 
page columns of Life magazine late in 
1950. It made the eyebrow-raising dis- 
closure, or so it seemed, that a hard- 


*For 
Editors.’ 


personal note, see “Pages with the 
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headed industrial corporation was 
(from all appearances) pursuing a 
“hobby” activity outside its normal 
line of work. Further, the corporation 
was working in co-operation with the 
National Park Service—an agency of 
the Department of the Interior—un- 
covering and preserving the relics of 
prehistoric America. The industrial 
corporation concerned is one of the 
larger natural gas pipeline companies. 
Interest was immediately aroused and 
it craved greater detail. 

On July 14, 1950, the Federal 
Power Commission granted El Paso 
Natural Gas Company a certificate au- 
thorizing the construction of a new 
natural gas pipeline extending from 
the San Juan basin in northwestern 
New Mexico and southwestern Colo- 
rado to a point on the Colorado river 
near Topock, Arizona. Delivery ca- 
pacity of the line was to be 150,000 
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MCF per day to the Colorado river for 
further transmission via El Paso’s 
southern system to northern Califor- 
nia, and 17,000 mcr for communities 
in northern Arizona and northwestern 
New Mexico. Eventually service to 
towns along the route is planned. The 
total cost of construction, including 
the acquisition of gas reserves and 
scheduled drilling, is expected to fall 
within the estimated cost of $44,500,- 
000, according to the company’s an- 
nual report. The point of origin of the 
pipeline has given the name “San Juan 
pipeline” to its 451-mile length. To the 
company, it has been known as the 
“San Juan project.” It is one of the 
newest natural gas line systems in the 
country. 


AS interesting development occurred 
at the outset of construction of 
the San Juan line. Over 200 miles of 


its route crosses an area rich in ruins 
and relics of great archaeological 
value. This region was the center of 
the pueblo civilization of the Ameri- 
can Indian. During the centuries of 
their abandonment, many of the struc- 
tures raised by these Indians have be- 
come covered with soil so that they 
are not easily discernible. Other struc- 
tures remain on the surface or are 
only partly covered. 

Under an act of Congress passed in 
1908, and known as the Law of An- 
tiquities, ruins or other items of his- 
toric and prehistoric interest located 
on Federal or “public” lands are pro- 
tected from removal or damage. The 
law provides penalties for persons 
molesting, excavating, or damaging 
landmarks, ancient structures, and 
other objects of national interest and 
sets forth procedures by which archae- 
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ological sites may be excavated— 
either for the primary purpose of 
studying the sites themselves, or for 
removal of whatever is involved in or- 
der that construction of some project 
may be undertaken. Often these proj- 
ects are simply roads, bridges, or rail- 
road beds, but in this case it was a 
natural gas pipeline. The pipeline proj- 
ect construction over this route re- 
quired, therefore, the concurrence of 
officials of the National Park Service. 


a” undertaking construction of the 
San Juan pipeline, El Paso Natural 
was faced with the necessity of com- 
pleting construction as rapidly as pos- 
sible because the natural gas to be car- 
ried by the pipeline was desperately 
needed by industries of northern Ari- 
zona and on the West coast. At the 
same time, observation of the law by 
waiting until some archaeological 
group had the time to survey the route 
of the pipeline would result in tre- 
mendous delay. To arrange such mat- 
ters in normal course would have 
caused a delay of from six to nine 
months, and such delay would have 
meant hundreds of thousands of dol- 
lars of added expense to the company 
because it was necessary to complete 
construction work through this area 
before the winter snows closed in. To 
solve this dilemma, the company put 
the necessary archaeological crews on 
its payroll and construction of the 
project proceeded with a minimum of 
delay. This co-operative arrangement 
with the National Park Service cre- 
ated a great dea! of good will for the 
company, besides avoiding the sub- 
stantial loss that would have resulted 
if the arrangement had not been made. 

In consultation with Dr. Jess L. 





ANATURAL GAS PIPELINE COMPANY DOUBLES IN ARCHAEOLOGY 





Harmony of Public and Private Interests 


oe radio, and other media of communication have provided 
the nation with many interesting tales of what goes on within 
government departments, the halls of Congress, and between govern- 
ment agencies on one hand and industry on the other. Most frequently 
these are tales of discord. Occasionally they are accounts of business- 
government co-operation. The public in its craving for ‘news’ seems 
to demand the sensational and this is ordinarily interpreted to mean 
the discordant notes rather than notes of public and private harmony.” 





Nusbaum, senior archaeologist of the 
National Park Service, El Paso Nait- 
ural Gas Company worked out proce- 
dures which not only observed all pro- 
visions of the law, but which provided 
for extensive archaeological work not 
required by law. And, at the same 
time, undue delay in building the pipe- 
line system was avoided. 


— archaeologists were hired by 
the company to work with the 
pipeline construction crews, known as 
“spreads” of the company. Two ar- 
chaeologists were assigned to the 
spreads working on the eastern end of 
the line; two were assigned to the 
spreads working on the western end 
of the line; one archaeologist was em- 
ployed to supervise and co-ordinate 
the work of the two archaeological 
teams. 

El Paso Natural Gas Company paid 
all salaries and expenses of the archae- 
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ologists, the wages of helpers who as- 
sisted in excavating sites, the costs of 
studying material and preparing re- 
ports, and all other expenses involved. 
The company also retained the archae- 
ologists to make surveys on private 
lands, not covered by the Law of An- 
tiquities, because it felt that the cul- 
tural benefits merited the additional 
expense. A scientific report is now be- 
ing prepared on this study by the Mu- 
seum of Northern Arizona with the 
company bearing the expense. 

The archaeologists first made sur- 
face surveys of the right of way of the 
San Juan facilities. Walking along the 
route of the pipeline, they hunted for 
pieces of pottery, arrowheads, broken 
artifacts, or remnants of structures. 
Sites thus located were recorded with 
proper notations. If warranted, test 
pits were sunk to obtain more detailed 
information. 

Once surface surveys were com- 
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plete, the bulldozers and ditching ma- 
chines of the construction crews moved 
ahead. Soil turned over or dug up by 
these machines was carefully inspected 
by the archaeologists. Pieces of pot- 
tery, arrowheads, and other bits of 
material were frequently uncovered. 


oe time to time, the ditching ma- 
chine would dig through the walls 
of a buried pit house, pueblo, or hogan. 
These were quickly spotted by the ar- 
chaeologists. Pit houses, for example, 
were a type of structure in which the 
bottom of the home was dug into the 
earth and a roof built over this hole in 
the form of a pyramid or cone. Thus 
the house was half above the ground, 
half below the ground. When aban- 
doned for one reason or another, the 
pit house would eventually collapse 
and become covered with soil. When 
the ditching machine cut through the 
soil, the profile of the collapsed pit 
house was easily distinguishable in the 
walls of the trench. 

Whenever an archaeological site 
was discovered, proper steps were 
taken to excavate the material careful- 
ly and to make full scientific notes. 
The archaeologists were authorized to 
hire whatever labor was necessary to 
assist in removing material properly. 

In the event that excavation would 
require weeks of digging and labor, 
Dr. Nusbaum was authorized by the 
company and by the grantors of right 
of way to reroute the pipeline around 
the site. Thus construction would not 
be delayed and, at the same time, no 
valuable material would be destroyed. 
Although thirteen large sites were 
completely excavated, it was necessary 
in only one instance for the pipeline 
to be rerouted, the skill and compe- 
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tence of the archaeologists making 
rapid excavation possible. 

There were 146 sites encountered, 
52 in New Mexico and 94 in Arizona. 
The time range of the dwellings ex- 
cavated extended from the Basket 
Maker III, a.v. 500-700 to the post- 
Columbian Navajo hogans. Along 
Willow Creek and about 50 miles west 
of Seligman, Arizona, 10 sites com- 
prising more than 30 structures were 
located in an area whose archaeology 
had not previously been known. 


HE pipeline survey also had value 

to geologists. For example, in one 
place the ditching machine cut through 
a sand dune exposing five horizontal 
bands of caliche, together with layers 
of clean sand of various thicknesses. 
This was good evidence of five wet 
and five dry cycles, and of much value 
in interpreting human and plant life 
during the periods concerned. 

Geologists also welcomed the op- 
portunity to examine the trench banks 
through the sandstone west of the Lit- 
tle Colorado crossing and the Chinli 
Clays east thereof for evidence of re- 
lated plant and animal fossils, both 
vertebrate and invertebrate. 

All material recovered by this ar- 
chaeological project has been placed in 
appropriate museums. Most of the ma- 
terial gathered in Arizona has been 
placed in the Museum of Northern 
Arizona in Flagstaff, and most of that 
recovered in New Mexico has been 
placed with the Museum of Anthro- 
pology in Sante Fe. 

This activity on the part of a busi- 
ness corporation has attracted wide 
attention. Letters, chiefly from scien- 
tists, have been received by the com- 
pany from the entire world. 
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A Florida Utility’s Good 
Neighbor Policy 


A description of how one utility company has 
conducted its own campaign to build public relations 
by promoting industrial enterprise and widening 
appreciation of the virtues of its own home state. 


By C. E. WRIGHT* 


BOUT ten years ago, the Florida 
A Power & Light Company of 
Miami started a promotional 
advertising campaign pointing to the 
possibilities for industrial research in 
Florida. Serving about a third of the 
state on a population basis, the com- 
pany’s thought was that it could per- 
form the dual function of helping its 
community and thereby building its 
own business. 

It was somewhat of a shot in the 
dark when one of the early advertise- 
ments indicated that industrial re- 
search might some day find profit in 
Florida’s varied deposits, such as 
mineral-bearing sand and coquina 
shell, suggesting, for example, that 
some sand deposits could be used for 
the manufacture of glass containers. 
The National Lead Company already 
was mining sand on the shore of the 
Atlantic ocean below Jacksonville 
Beach to recover zircon, rulite, and 


*For personal note, see “Pages with the 
Editors.” 
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titanium oxide. Soon after the end of 
World War II, E. I. du Pont de 
Nemours & Co. began a similar large 
operation on the site of Camp Bland- 
ing, near Starke, Florida, which was 
an important Army base during that 
war. 

While no claim has been made that 
there has been a direct connection be- 
tween its industrial research and con- 
sequent development program and the 
location of new industries in Florida, 
it would seem to be more than a 
coincidence that the Lehigh Portland 
Cement Company of Allentown, 
Pennsylvania, decided early this year 
to establish an $11,000,000 cement 
plant near Flagler Beach, Florida, us- 
ing as a raw material the large deposits 
of coquina shell located near there, 
which is one of the Florida raw ma- 
terials to which the power company 
has called attention. The Lehigh Com- 
pany purchased 9,500 acres of coquina 
shell strata to assure itself an adequate 
supply of this raw material. 
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AM factor in the establishment 
of this cement manufacturing 
plant in Florida, a factor which 
Florida Power & Light Company is 
continually stressing in its advertise- 
ments, is that Florida is one of the 
fastest-growing states in the country; 
also, that its postwar construction is 
keeping up with this growth, having 
reached nearly $3 billion in the past 
five years; and that owing to climatic 
conditions cement construction out- 
strips all other kinds; and, finally, that 
domestic cement supplies have fallen 
so far short of Florida’s needs that 
large quantities have been imported 
from Europe. 

Pointing out the industrial poten- 
tialities of Florida is but one example 
of the enlightened public service pro- 
gram that is pursued by the Florida 
Power & Light Company. The fact 
that in the case of the Lehigh cement 
plant the company was recently 
awarded a power contract for about 
25,000,000 kilowatt hours annually, 
which will make Lehigh its largest in- 
dustrial customer, was a coincidental 
development of mutual advantage. 
Much that Florida Power & Light 
Company has done and is doing for 
the development of Florida has no 
direct connection with immediate re- 
turns in terms of the company’s own 
power business promotion. 

The company’s slogan, used every- 
where in its advertisements and re- 
ports, is “Helping Build Florida.” Its 
program, started in 1942, is broad 
enough to cover not only self-interest 
but the public interest as well. For 
many years a sizable portion of 
the state’s promoters believed that 
Florida’s future economy must be 
largely based on tourism and agricul- 
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ture. But the Florida Power & Light 
Company has also been advocating 
Florida’s industrial future. It started 
out some years ago to prove the sound- 
ness of such planning. So much pio- 
neering work to encourage industries 
to locate in Florida was done by the 
company that the selection of its presi- 
dent, McGregor Smith, to serve as 
chairman of the Florida State Indus- 
trial Development Council, formed 
about a year ago, was a natural result. 
In making this appointment, the gov- 
ernor of the state complimented the 
company on its long record of promot- 
ing industrial development. 


| maser of its stake in tourism, 
Florida is not seeking the smoke- 
stack type of industry, but rather 
light manufacturing that will not de- 
tract from the state’s well-established 
appeal for permanent residence, as 
well as seasonal attraction. The pro- 
gram, carried out for some years by 
the power company, has concentrated 
on the raw materials which already 
exist in the state, mostly minerals and 
agricultural products. From a half- 
dozen to a dozen surveys are issued 
each year, depending upon the avail- 
able subjects. 

All bulletins are carefully prepared 
either from original surveys made by 
a member of the company’s commer- 
cial department or are a condensation 
of research projects carried on at such 
universities as the University of Flor- 
ida and the University of Miami. In 
some instances, the. power company 
has obtained the collaboration of the 
Florida State Chamber of Commerce’s 
research department. Original sur- 
veys have been made of some of the 
counties of Florida in which the com- 





A FLORIDA UTILITY’S GOOD NEIGHBOR POLICY 





Result of Community Building Program 


“.. Florida Power & Light Company’s campaign to help community 

building has paid off. The figures on power consumption in its territory 

speak for themselves. The company makes no claim as to the extent 

of its responsibilities for these results. The state has obviously grown 

rapidly from many different causes. But the work that has been done 

for many years in ‘Helping Build Florida’ has undoubtedly contributed 
in no small measure to the state’s advancement.” 





pany operates. Such research jobs, 
involving a good deal of digging for 
vital facts, have sometimes taken as 
long as four or five weeks and have 
been undertaken usually at the request 
of a local chamber of commerce or 
other county authority when available 
funds or expert talent have not been 
available in the local field for an 
undertaking of this kind. 


(- man in the company’s commer- 


cial department, with steno- 
graphic and other office assistance, has 
been able to keep up a reasonably 
steady flow of serviceable reports on a 
wide variety of subjects, so that the 
cost factor, which comes out of the 
company’s annual advertising appro- 
priation, has not been any real burden 
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of expense when compared with the 
tangible and intangible results that 
have been achieved. 

In fact, these reports, which are 
offered to the public free, have become 
the basis of much of the company’s 
advertising copy, affording a devia- 
tion from the usual type of copy. The 
regular run of one of these indus- 
trial bulletins is 5,000 copies. Of 
these, about 2,000 go to all engineers 
in the state. All newspapers in the 
state receive copies, together with 
news releases. Some are distributed 
also to northern businessmen who are 
known to be vacationing at Florida 
hotels. The idea is that they may be- 
come interested or may influence 
others toward development of Florida 
enterprises. 
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HILE the amount of funds avail- 

able for advertising promotion 
has not permitted the company to do 
much advertising outside the state, its 
advertisements usually bear a message 
such as: “This advertisement pro- 
duced in the interest of industrializing 
Florida — mail it to a manufacturer 
who might be interested in locating 
in the state.” As Florida has a large 
population of northerners, many of 
these industrial surveys have been 
sent by resident Floridians or visitors 
to friends in the North. 

Concrete evidence of a fairly wide- 
spread distribution has appeared in the 
mail which the company receives fol- 
lowing issuance of one of these bulle- 
tins. During the past ten years, the 
number of manufacturing industries 
in the Miami area alone has grown 
from about 100 to more than 1,000. 
It is true that many of these are small, 
employing only a few persons each. 
But they represent a recognition on the 
part of entrepreneurs of the industrial 
and marketing possibilities in the state 
which Florida Power & Light Com- 
pany has been consistently and per- 
sistently stressing. 

Subjects for these industrial surveys 
are sometimes suggested by key men 
in the organization throughout the 
company’s territory, who are alert to 
industrial developments worthy of 
such attention. In addition, the com- 
pany works closely with university 
researchers, who thus have an oppor- 
tunity to obtain wider dissemination 
of their findings than they would 
normally receive among technically 
minded readers. When a university 
research project is condensed, it is re- 
written in simple, newspaper style, 
with emphasis on the commercial pos- 
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sibilities. Only as much technical in- 
formation as may be required for a 
clear understanding is included. 


HE bulletins are inexpensively 

made up into a folder, the inside 
pages being produced by mimeograph 
offset, with wide margins and liberal 
spacing for easy, quick reading. One 
of the most recent, for example, was 
on Florida seaweeds. The folder cover 
bore the following in large type: 
“Data on Florida seaweeds as a fac- 
tor in the industrial development of 
Florida as suggested in advertisement, 
titled ‘A New Florida Treasure from 
Davey Jones’ Locker.’” And in smaller 
type at the bottom: “Submitted by 
commercial department of the Florida 
Power & Light Company.” 

The first of the inside pages, which 
may run a dozen or more, has a 
printed caption reading: “Think. In- 
dustrial Florida.” Then this explana- 
tion: “These data compiled for Flor- 
ida Power & Light Company by the 
Florida State Chamber of Commerce. 
Florida Power & Light Company 
presents this abstract as one of its 
contributions to the industrial and 
agricultural expansion of Florida.” If 
one of the universities happens to be 
the source of information, that fact 
is credited. In all instances enough 
vital information on the subject 
treated is given to whet the interest 
and curiosity of the reader. If he 
wants more information for further 
study, the power company will make 
it available. 

The introduction to the bulletin on 
seaweeds suggests the method of 
approach that has been generally 
adopted in presenting these reports. It 
reads : 





A FLORIDA UTILITY’S GOOD NEIGHBOR POLICY 


PRODUCTS AND PROFITS FROM 
SEAWEED 

Is Florida overlooking a rich indus- 
trial asset in its seaweeds? 

The University of Miami, through 
the Marine Laboratory (where useful 
work on seaweeds is being carried 
forward) strongly suggests that the 
answer is “Yes.” 

The facts on the following pages, 
based on data supplied by the Marine 
Laboratory, are presented as industrial 
food-for-thought. 


, a the many other subjects that 
have been covered by Florida 
Power & Light Company are: sweet 
potatoes, peat, ceramics, Florida pine, 
phosphate rock, Florida’s minerals 
such as rutile, ilmenite, and zircon, 
Florida sand for glass containers, pea- 
nuts, scrub palmetto, the Florida cattle 
industry, citrus processing plants, 
citrus waste, avacado, mango, guava, 
ramie, all with facts and figures point- 
ing out the possibilities for further de- 
velopment in Florida. Some of these 
bulletins have proved so popular that 
original printings of 5,000 copies have 
been quickly exhausted and reprint- 
ings have had to be made. The bulle- 
tin on avacado, for example, was 
exhausted within a few days after the 
advertisements appeared, 

Although its main emphasis of late 
has been on the industrialization of 
Florida, the Florida Power & Light 
Company has not overlooked the fact 
that tourists came first. Much of the 
industrialization of the state has de- 
veloped from the interest that tourists 
have shown in the state’s resources 
and possibilities. Consequently, the 
company has continued to foster tour- 
ist trade. 

This has a practical aspect as 
well as building good will among 
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its many customers, who are primarily 
dependent on the tourist flow. Many 
years ago the company saw the pos- 
sibility of developing summer as well 
as winter business for Florida resorts, 
and since then has lent a hand, along 
with transportation companies, hotels, 
and chambers of commerce, in attract- 
ing summer vacationists. That this 
has paid dividends is attested by this 
statement in the company’s pamphlet 
report for 1950: 


The valley of Florida’s summer busi- 
ness is still deep, although the state’s 
good summer climate is luring more 
visitors each year. Kilowatt-hour sales 
at the peak of the winter season in 
March, 1950, were 21 per cent above 
July. In 1950, the company’s summer 
business continued to grow more 
rapidly than its winter business, and 
a similar trend was measurable in 
business in general throughout the 
state. 


“‘'" further boost summer vacation 
and tourist travel to Florida, the 
company recently printed 50,000 large 
post cards in four colors at a cost of 
14 cents each. These were distributed 
from its local offices to customers with 
a request that they mail them to 
friends in the North. Even on this 
card the industrial aspect was not 
overlooked. A postscript read: “Mr. 
Businessman! Check Florida’s grow- 
ing markets.” Newspaper advertise- 
ments invited the public to call for 
these cards at any one of the com- 
pany’s offices. The supply was soon 
exhausted. 

Another of Florida Power & Light 
Company’s community development 
ideas is embodied in a letter sent re- 
cently to its 30,000 shareholders, with 
which was enclosed a membership 
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card in the Sunshine Service Club, 
entitling the holder to tourist service 
from the company. The utility sends 
out literature on Florida resorts, 
arranges hotel reservations, helps 
facilitate the handling of baggage, and 
maps motor trips for visiting stock- 
holders. In addition, conducted tours 
of company plants are arranged, dur- 
ing which the various operations from 
accounting procedure to maintenance 
of power lines are explained. 

Another boost for summer trade 
was a “Reddy Kilowatt Brow Mop- 
per,” made of absorbent paper about 
the size of a small paper napkin. These 
were made up “for folks up North 
who don’t know about Florida’s mild 
summers and ‘budget’ vacations.” On 
the inside, some facts about Florida 
summers are given as compared with 
those elsewhere in the country, as for 
example that Miami has an average 
of only six days in a year when the 
temperature rises above 90 degrees, 
whereas New York has seven, Chi- 
cago 12, Los Angeles 14, Pittsburgh 
16, Washington, D. C., 26, St. Louis 
35, Kansas City 39, Atlanta and 
Memphis 51, Houston 80, Dallas 88, 
and Pheonix, Arizona, 152. The com- 
pany has distributed 100,000 of these, 
most of which found their way to 
people in the North. 


| page in the old adage that 
good things start at home and 
that preaching should be practiced, 
Florida Power & Light Company has 
gone to some lengths to encourage its 
own employees to spend’ their vaca- 
tions in Florida, thereby again adding 
to the good-will item in its books. It 


recently sent to every employee a large 
folder, titled “Looking for America’s 
Best Vacation Spot? You'll Find It 
Right Here in Florida.” Employees 
are told where and how they can spend 
enjoyable and inexpensive vacations 
right near home. In its own em- 
ployees’ magazine, Sunshine Service 
News, the company alerts its workers 
to thinking about a Florida vacation 
in this way: “Try Florida fun in ’51 
—for a budget summer vacation,” 
which is the slogan adopted by 
the company in its annual program 
directed toward increasing summer 
tourist trade. The company further 
tells its employees: “Florida Power 
& Light Company has a fine reputation 
for ‘Helping Build Florida.’ Here’s 
your chance to help Florida where it 
will help most — in building summer 
business.” 


UMMING up, Florida Power & Light 

Company’s campaign to help com- 
munity building has paid off. The 
figures on power consumption in its 
territory speak for themselves. The 
company makes no claim as to the ex- 
tent of its responsibilities for these 
results, The state has obviously grown 
rapidly from many different causes. 
But the work that has been done for 
many years in “Helping Build Flor- 
ida” has undoubtedly contributed in 
no small measure to the state’s ad- 
vancement. Measured in terms of 
power consumption among the com- 
pany’s own customers, this growth has 
been 83 per cent since the end of 
World War II. Commercial and in- 
dustrial power consumption alone has 
gained 110 per cent in that period. 
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Washington and the 
Utilities 


NRA Worried about Interior 


HE National Reclamation Associa- 

tion seems to be troubled with a 
dilemma these days. At its recent meet- 
ing in Amarillo, Texas, there was plenty 
of discussion and quite a few resolutions 
adopted which point toward difficulty of 
arriving at a firm and constant policy 
regarding the works of the Federal ad- 
ministration, particularly the Interior 
Department. 

Basically, the association of water 
users would like to get the benefit of 
irrigation projects, but to do so they 
must go along with other Interior De- 
partment objectives less palatable to 
NRA. The chief irritant, of course, is 
the Interior Department’s preoccupation 
with hydroelectric power production. 

Time was, not so long ago, when In- 
terior Department was willing to play 
down strictly power features of reclama- 
tion projects because of fears of consti- 
tutionality of government activity. Those 
were the days when, as the late Senator 
Norris of Nebraska used to say, the Fed- 
eral government needed “constitutional- 
ity pegs on which to hang its power 
operations.” 

The official position then was to play 
up such essential government activities 
as irrigation, public lands, navigation, 
improvement, flood control, etc. The 
power produced was supposed to be— 
by polite fiction perhaps—‘“incidental.” 
But successive years and billions of con- 
gressional appropriations have seasoned 
the government power planners to a 
point where they feel this pretense of 
incidental power operation is no longer 
necessary. 

Secretary of Interior Chapman is now 
out in the open with the simple rule 
that large power capacity is the con- 
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ditio sine qua non of departmental 
favor for any new project of sub- 
stantial size. As Reclamation Commis- 
sioner Straus explained Interior’s policy 
(at the Amarillo meeting), new projects 
must have a large power potential in 
order to justify the expenditure, time, 
materials, and money not only from the 
standpoint of supporting the mobilization 
effort, but also for assuring the repay- 
ment of the great investment now re- 
quired because of inflationary construc- 
tion prices. 


Cres to say, all this fresh empha- 
sis on power—as a predominant 
factor in the work of the Reclamation Bu- 
reau—has made some of the NRA people 
unhappy. And so the resolutions reflect, 
on one hand, concern about Interior’s 
power obsession and, on the other hand, 
they would like Interior to get on with 
the business of more projects to advance 
irrigation in the West. 

So, there were general water policy 
resolutions favoring the following: crea- 
tion of a 17-man study committee repre- 
senting eastern states to give more local 
emphasis as distinguished from Federal 
planning; publication by President Tru- 
man of legislative drafts—so far sup- 
pressed—which were submitted to him 
by his Water Resources Policy Commis- 
sion (rumored reports of the drastic 
nature of these WRPC proposals obvi- 
ously worry some NRA interests) ; 
amendment of the reclamation law so as 
to state, definitely, repayment obligations 
on reclamation projects and to recognize 
local water rights. But there were also 
some specific resolutions touching on 
power interests: 


(1) Reaffirming NRA’s opposition 
to valley authorities. 
NOV. 22, 1951 





PUBLIC UTILITIES FORTNIGHTLY 


(2) Favoring amendment of the 
Flood Control Act of 1944 so as 
to subordinate hydroelectric uses of 
power to consumptive (irrigation) use. 

(3) Opposing the merger of the 
Army Engineers (Civil Functions) 
under the Interior Department. 

(4) Condemning the conversion of 
power from reclamation pumping to 
industrial uses (by Federal power 
agencies ). 

(5) Ending the requirement for fil- 
ing state plans for dam construction 
with the FPC and to remove such 
projects from the “recapture provi- 
sions” of the Federal Power Act. 

(6) Calling for an end of Reclama- 
tion Bureau’s retention of ownership 
of small power plants incidental to 
irrigation projects. 

(7) Demanding repeal of the de- 
fense freeze on new projects. 


C. Petrus Peterson, Nebraska state 
senator, was elected to head NRA. 
Charles L. Kaupke of the Kings River 
(California) Water Association was 
elected first vice president to succeed 
Judge Clifford H. Stone. 


* 


NRECA Is Worried Also 


Pyro we by the speeches made at recent 
regional meetings of the National 
Rural Electric Co-operative Association, 
its executive manager, Clyde T. Ellis, is 
a worried man. Things are going on in 
Washington these days which give him 
concern. Most of the concern is reflected 
over the doings of the emergency control 
agencies and the resulting shortages of 
materials for the REA co-ops. 

But Ellis is also concerned over the 
recent tendency in Congress to tax the 
co-ops, at long last. Of course, the sort 
of tax Congress slapped on the co-ops 
need not worry anybody of itself. Uncle 
Sam will not get much from the tax 
on unallocated co-op surplus, which is 
theoretically called for in the new Reve- 
nue Act of 1951. But Mr. Ellis seems 
disappointed that Congress even went as 
far as it did into the hithertofore privi- 
leged field of co-op immunity from in- 
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come taxes. He evidently feels that this 
mischievous precedent may be carried 
forward. 

Speaking to members attending the 
Northwest regional meeting of the 
NRECA at Spokane, Washington, late 
last month, Ellis warned that taxation 
of REA co-ops, if enforced, would mean 
rate increases for many co-op systems. 
He added: “The tax would wreck many 
of our co-ops; it would put an end to 
our area coverage program ; it would put 
an end to most of our efforts to generate 
and transmit our own power.” 

As for the defense agencies, Ellis is 
afraid that the Defense Electric Power 
Administration, now under Interior, may 
be taken away from under Interior’s 
wing and slipped directly into the De- 
fense Production Administration. He 
voiced these fears at the Atlantic City 
regional meeting, saying that such a step 
“would disturb and slow down the pro- 
gram for the whole electric industry.” 

“The threat is a very real one,” Ellis 
said. “Already the DPA Administrator 
has appointed a five-man committee, out- 
side of DEPA, to make a study of what 
power expansion should be made. Need- 
less to say, the rural electrics are not 
represented on the committee.” 

Resulting shortages are part of the 
picture also. Mr. Ellis made this clear 
at a regional meeting of the Upper Mid- 
west group (Minnesota, North Dakota, 
and South Dakota) of NRECA in St. 
Paul on October 22nd: 


The power loads carried by the elec- 
tric co-ops are increasing 20 per cent 
a year—doubling every five years. Our 
generators and lines must be increased 
at the same rate. 


- 
Watch Those “Inch” Lines 


HE National Petroleum Council, on 

October 31st, sat down hard on the 
idea of reconverting the Big and Little 
Big Inch pipelines from natural gas to 
oil transportation. Of course, it was 
just an idea, and a few, including the 
Petroleum Administration for Defense, 
seemed to take it very seriously. 














' conditions ? 





Nevertheless, the Munitions Board did 
ask the National Petroleum Council as 
well as the gas industry advisory council 
of PAD to consider the possibility (un- 
der all-out war conditions) of putting the 
Inch lines back into the oil business. 

The danger of Great Britain being cut 
off from the oil supplies in Iran, for an 
indefinite period, and other complica- 
tions, has made the Munitions Board 
consider such critical possibilities. How 
would the oil industry be prepared, for 
instance, to move 2,000,000 barrels of oil 
a day to the East coast under emergency 
The National Petroleum 
Council refused to make such a study at 
all. It was also pointed out that such a 
study would require recommendation. 

The PAD Gas Industry Advisory 
Council talked about the problem the 
next day (November Ist). Under the 
sale terms of the Inch lines for gas, the 
government reserved the right to have 
them reconverted to oil use, in an emer- 
gency. The impact of such a move even 
under wartime conditions would have a 
seriously dislocating effect on the supply 
pattern of the natural gas industry. Since 
this is clearly understood at PAD, it is 
quite likely that such a drastic measure 
would be only a last resort in an effort 
to get petroleum to the East coast by 
overland methods. Nevertheless, the 
discussion has had the effect of putting 
the gas industry on notice that it must 
make its emergency plans with the con- 
tingency of sudden demands for oil car- 
riage capacity in mind. 

What caused most of the discussion at 
the industry advisory council was the 
proposal to write up a PAD order which 
would spell out the priority of inter- 
ruptible consumers, in case disconnec- 
tions were necessary in a gas shortage 
situation. The council found there were 
also so many different industrial con- 
sumers to be considered, in so many 
different areas, and each different local 
supply pattern is so susceptible to con- 
stant change and shifts, that no over-all 
order would seem to be workable. The 
sense of the council appeared to be that 
such area supply problems would have 
to be worked out at the local level. 
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Move against the 
“Preference Clause” 


HERE seems to be a fair prospect 

that a bill, or bills, will be intro- 
duced, early in the next session of Con- 
gress, to repeal the so-called “preference 
clause” in various Federal statutes gov- 
erning the operation of public power 
projects. The “preference clause” re- 
quires that, in all sales of power gener- 
ated at Federal projects, municipal 
plants, public utility districts, co-opera- 
tives, etc., must be given a preferred 
status over business-managed, tax- 
paying electric utilities. 

A small group of public utility com- 
missioners met in Spokane last spring 
and condemned the “preference clause” 
as an unfair discrimination against the 
customers of privately owned electric 
utilities and as a burden upon the work 
of the regulatory commissions. One of 
this western commission group later 
wrote a comprehensive article explaining 
why the preference clause ought to be 
repealed from the viewpoint of the regu- 
latory commissioners. This was Presi- 
dent H. N. Beamer of the Idaho Public 
Utilities Commission, writing in PuBLIc 
Utiities FortNIGHTLY, issue of Sep- 
tember 13, 1951. 

Meanwhile, the movement grew in 
size and strength. During the summer, a 
New England group of state commis- 
sioners passed a similar resolution. Now, 
the entire National Association of Rail- 
road and Utilities Commissioners has 
endorsed the repeal of the “preference 
clause,” by a resolution adopted at its 
convention in Charleston, South Caro- 
lina, on October 18th. 

Two days later, the Beamer article was 
reproduced in the Congressional Record, 
with introductory remarks by Repre- 
sentative Bow (Republican, Ohio). Bow 
also took notice of the NARUC resolu- 
tion inferring that Congress should take 
the action indicated. Since Congress was 
thus put on notice by one of its own 
members, the question of what to do 
about the “preference clause” may well 
reach the level of committee consideration 
—if not floor action—at the next session. 
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Exchange Calls 


te operating telephone and tele- 
graph companies are not pleased 
with the copper allocations which have 
been granted them by the National Pro- 
duction Authority. Members of the 
Domestic Communications Operating 
Industry Advisory Council told officials 
of the NPA Communications Equipment 
Division at their November Ist meeting 
that the telephone and telegraph industry 
cannot meet its mobilization obligations 
unless a larger first-quarter 1952 allot- 
ment is granted. The officials promised 
an early effort to seek a revision of the 
allotment by initiating appeal proceed- 
ings with NPA. 

The domestic telephone and telegraph 
operating companies will receive allot- 
ments of 32,632,000 pounds of copper 
materials during the first three months 
of 1952, or 73 per cent of their require- 
ments, compared with 37,055,000 pounds 
allotted for the current quarter. Alto- 
gether, the operating companies had re- 
quested 53,000,000 pounds of copper in 
the form of wire, cable, and other ma- 
terials for the first quarter of 1952. This 
requested amount was adjusted to a re- 
quirement of 44,906,000 pounds under 
the Controlled Materials Plan. 

Controlled materials (steel, copper, 
and aluminum) are used by the domestic 
communications industry in expanding 
toll facilities, for maintenance and ex- 
pansion of buildings housing operating 
equipment, installation of new central 
exchange equipment, and extension of 
service to defense installations, new fac- 
tories, homes, and commercial establish- 
ments, 

Adjusted requirements and _first- 
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quarter 1952 allotments to the industry, 
with fourth-quarter 1951 totals, follow: 


Cop- Alumi- 


( Tons) Lbs.) 


Total Requirements .. 28,914 44,906 
Allot., lst Quar. ..... 22,349 32,632 
Per Cent of Require... 77% 73% 
Fourth-quar. Allot. .. 20,352 37,055 


NPA explained that all applications 
not exceeding five tons of steel or 5,000 
pounds of copper were given 100 per 
cent of requirements. 


NDUSTRY spokesmen drew a picture of 

a war-retarded industry going back 
to virtually a war footing after only 
three years of normal conditions. Inde- 
pendents and Bell system representatives 
alike told of rapidly growing demands 
for new service, overcrowded toll lines, 
and pressure from regulatory agencies 
for improved or expanded service. 

As indications of the need for more 
materials, particularly copper, the com- 
mittee cited these factors : 

Unfilled applications for telephone 
service—Requests for new telephone 
service have increased since Korea and 
are still growing. An independent com- 
pany reported that its unfilled orders are 
equal to 20 per cent of its present in- 
stallation despite a 25 per cent growth 
in number of phones in service in 1949 
and again in 1950. The Bell system re- 
ported an increase of 25,000 unfilled 
orders in the first ten months of 1951 
and predicted a total of more than 1,000,- 
000 orders in the future. 

Service improvement applications— 
An increasing number of customers want 
better service: a single-line or 4-party 
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service instead of sharing a line with 
twenty families, private branch ex- 
change, or similar improvements. Beli 
has 1,800,000 such orders. 

Long distance—Lines are heavily 
overloaded as the volume of messages 
increases. Customers have to wait up to 
six hours on long-distance calls, and 20- 
minute delays are commonplace even on 
some city-to-city calls, Although 123,000 
miles of new long-distance lines have 
been added this year, some 235,000 miles 
of lines have been leased for government 
or private use, creating a net loss of 
112,000 miles of lines. Approximately 
6,000 new circuits are needed to meet 
present demands. 

Decentralization—The growing trend 
to decentralization of existing industries 
and dispersal of new defense plants are 
creating new problems and demands for 
telephone companies. For example, a 
new city of 15,000 homes is springing 
up in Pennsylvania, near a giant new 
steel plant. An entirely new telephone 
system must be created to meet demands. 
Some new residential developments will 
have no home telephones and only two 
or three pay stations to handle emer- 
gency calls. 


VEN farmers, now accustomed to 

modern machinery, are weary of 
waiting on an 18-party line to order 
tractor parts, and are demanding city- 
type phone service, industry representa- 
tives reported. Old customers are no 
longer satisfied to tell their troubles to 
business office clerks, but organize dele- 
gations to visit state utility commissions 
and demand action for improved serv- 
ice. Practically no one is satisfied with 
old hand-crank service, and even the 
small local systems must change from 
magnetic switchboard service to dial 
equipment. 

The industry was advised that civil 
defense authorities would use existing 
commercial facilities instead of leasing 
full-time circuits and would use tele- 
typewriter (TWX) service only on 
a message basis. Industry members 
warned of a possible communications 
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breakdown in event of emergency, and 
urged that the industry and NPA work 
together to provide additional facilities. 

Members reported progress in stretch- 
ing materials through substitution and 
conservation. By using copper-plated 
steel wire for lead-in wires on the cus- 
tomers’ premises, instead of copper drop 
wire, the industry is obtaining from two 
to three times the lineal feet possible with 
straight copper wire. 

R. E. Williams, director of NPA 
Communications Equipment Division, 
presided at the meeting. As of Novem- 
ber Ist this division is now located in 
Room 5008 of the main Commerce 
building in Washington. 


al 
REA Telephone Loan Program 


| gn ELECTRIFICATION ADMINIS- 
TRATION Officials are giving the 
telephone loan program a good deal of 
attention these days. There is a con- 
certed effort on the part of telephone 
personnel to keep closely in touch with 
the progress of construction being made 
by the telephone loan borrowers. Weekly 
progress meetings are being held and it 
is expected that periodic statements on 
this progress in the program will be 
forthcoming from REA headquarters. 

As of September 31, 1951, REA’s 
records show that $81,647,177 in pend- 
ing loan applications are awaiting con- 
sideration. There are 129 loan alloca- 
tions already made amounting to $46,- 
985,000. In the “contracts approved” 
category, there are 68, totaling $27,266,- 
000. This latter figure means that 68 
companies or co-ops have or will receive 
their loan money and are moving ahead 
on improvements. In the case of some 
companies where the loans have been 
made for automatic equipment and ex- 
tended service, much of this work is 
being done by force account. 


a 


Equipment Manufacturers 
HE Wire Communications Manu- 
facturing Industry Advisory Coun- 

cil told NPA officials at their recent 
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meeting that production of essential 
civilian telephone and telegraph equip- 
ment has been facilitated by the Con- 
trolled Materials Plan, but manufactur- 
ers are meeting increasing difficulty in 
filling military contracts on time because 
of failure to receive scheduled deliveries 
of critical materials and components 
from their suppliers. 

The committee requested that NPA, 
working through its communications 
equipment and electronics divisions and 
the Munitions Board, take all possible 
steps to relieve the problem of getting 
materials and components to meet mili- 
tary orders and schedules on time. 


NDUSTRY representatives reported that 

delivery time has stretched from a 
normal three months to eight months 
and longer for such standard parts as 
resistors, condensers, relays, ringing 
machines, power units, and ball bearings. 
NPA officials agreed to discuss the prob- 
lem with appropriate agencies. 

The committee also recommended 
that : 

1. NPA and the industry intensify 
efforts, through publicity and personal 
contacts, to encourage operating tele- 
phone companies, particularly smaller 
firms, to use allotment symbols and self- 
rating privileges on orders for mainte- 
nance, operating, and expansion supplies 
and materials. Members pointed out that 
nonrated orders would be handled, if at 
all, after rated orders. 

2. NPA attempt to make future quar- 
terly CMP allotments at the earliest pos- 
sible date so that manufacturers can 
place authorized controlled materials 
(ACM) orders sufficiently far in ad- 
vance to assure meeting their own de- 
livery commitments. 

3. The industry continue its efforts, 
with NPA co-operation, to discover and 
use new methods of conserving and sub- 
stituting for scarce materials. 

Members requested continuation of 
the Defense Production Administra- 
tion’s “List of Basic Materials and 
Alternates” as a guide to available sub- 
stitutes for critical materials. 
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N* officials urged the manufac- 
turers to make greater use of 
alloys containing less of the critical ma- 
terials such as tin, nickel, and cobalt. 
As an example, springs should not con- 
tain more than 12 per cent nickel, 
although 18 per cent content has been 
used in the past. For other parts, the 
nickel content should not exceed 10 per 
cent. Members were told that tin is very 
short, and further restrictions on its use 
should be expected. Plastics are avail- 
able to replace lead and zinc, both in 
short supply. 

First-quarter 1952 ailotments for tele- 
phone, telegraph, and intercommunica- 
tions equipment will be slightly lower 
than current CMP allotments. The allot- 
ments will meet about 90 per cent of the 
civilian requirements for communica- 
tions equipment. The proposed first- 
quarter 1952 allotments of materials and 
amounts allotted in the fourth quarter 
follow : 


1st Quarter 4th Quarter 
1952 1951 


Allotments Allotments 
15,635 
1,109 
670,000 
8,144,025 
5,117,175 
2,800,000 


7 
The Bell Long Lines Case 


ILL the concessions made by the 

Federal Communications Commis- 
sion in recommending that $110,000,000 
of gross plant investment and $37,000,- 
000 in annual expenses of the Bell sys- 
tem be transferred from intrastate opera- 
tions rate bases to the interstate rate 
base have the effect of canceling out any 
reduction in long-distance toll rates? It 
is still too early to speculate (the hear- 
ings on the Long Lines Case have been 
set back until January 7th) but some 
observers raise this possibility. Coupled 
with the transfer of the rate base sums 
is the factor of certain wage concessions 
made by the Long Lines division since 
the “show-cause” order was issued early 
this year. 


Material 


Carbon steel (tons) . 
Alloy steel (tons) ... 
Stainless steel (Ibs.). 
Brass mill (lbs.) .... 
Wire mill (lbs.) .... 
Aluminum (lbs.) ... 
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Financial News 
and Comment 


By OWEN ELY 


New York Public Service 


Commission Discusses Inflation 


HE New York Public Service Com- 

mission, in its decision in the New 
York Telephone rate case decided Octo- 
ber 3rd, discussed the effects of inflation 
on utility earnings and rates, and a brief 
summary (in advance of the more de- 
tailed digest which will appear in Public 
Utilities Reports) may be of timely in- 
terest. 

The commission had previously al- 
lowed the company increases of 8 per 
cent in June, 1949, and 3 per cent in May, 
1950. The company in January, 1951, 
asked for a $44,000,000 increase based 
on a claimed deficiency in the original in- 
crease, plus the burden of higher wages 
and taxes. The commission would not 
consider the impending increase in the 
income tax rate to 52 per cent; as in the 
Rochester Gas & Electric Case, it refused 
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to recognize Congress’ intent but “in the 
event a tax bill is passed . . . we can act 
promptly on the record before us.” Re- 
garding inadequacy of the previous rate 
increase, the commission stated that “ex- 
perience with the new rates for approxi- 
mately a year has borne out our expecta- 
tions that the rates prescribed in 1950 
have provided the company with an 
adequate rate of return under the condi- 
tions which prevailed at the time.” 

However, the commission considered 
it necessary to analyze carefully the con- 
tention that a permanent decrease in the 
purchasing power of the dollar has been 
“frozen into our economy” and that this 
has, and will continue to result in “a 
flight from investment in all utility 
equity securities” unless regulatory com- 
missions take action to “preserve the in- 
tegrity of the investment.” In other 
words, the company had contended, the 
return on utility stocks in terms of dol- 
lars must increase as the purchasing 
power of the dollar decreases. “The 
primary question in this case is so im- 
portant,” declared the commission, “that 
it may well set the pattern for utility 
regulation in this state for many years 
to come.” 


HE company called as witnesses Dr. 
Alexander Sachs and George Ter- 
borgh, well-known business economists. 
Dr. Sachs held that under existing con- 
ditions capital would be attracted to those 
investments such as oils which offer the 
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greatest “inflation hedge,” unless regu- 
latory bodies in the utility field are will- 
ing to protect the integrity of the utility 
investment. Such protection would mean 
recognition of the additional cost to the 
utility of replacing property units which 
cost $100 with new units costing $200 
(because the value of money has dropped 
in half). Therefore, instead of relating 
depreciation accruals to original cost, 
they must be related to replacement cost. 
The rate of return must also be based 
on reproduction cost, or on “fair value” 
in which reproduction cost is the most 
important factor. In its reply, the com- 
mission pointed out that the Treasury 
Department does not recognize repro- 
duction cost for tax purposes in deter- 
mining depreciation; therefore, the net 
revenue required to produce the desired 
result would have to be double the 
amount, since half the increase would 
disappear in taxes. If returns were fixed 
high enough to satisfy the theory, utility 
earnings might even become subject to 
excess profits taxes, which would make 
it still more difficult to carry out the 
theory. 

With respect to maintaining the “in- 
tegrity of the investment” the commis- 
sion held that the legislature did not 
intend to protect utility investors from 
the effects of Federal policies—‘‘we see 
no reasons why investors in utilities are 
being treated any worse or any better 
than those who have invested in life 
insurance, in government bonds, in sav- 
ings accounts, or corporate bonds gen- 
erally.” Also, “consumers of utility 
services are entitled to the same protec- 
tion against inflation produced by gov- 
ernmental policies as are utility owners.” 


A’ previously pointed out in this de- 
partment, the New York commis- 
sion now takes a pragmatic view of rate 
regulation. Hence, in the present case 
the commission felt that the argument 
as to certain competitive investments 
furnishing inflation hedges “presents an 
argument worthy of very serious con- 
sideration.” Dr. Sachs had contended 
that the best-informed professional in- 
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vestment interests had reduced their 
utility holdings in favor of other invest- 
ments. However, the commission noted 
that utility holdings are still substantial 
and that interest in other groups may 
have been stimulated by a desire for long- 
term capital gains rather than fixed in- 
come. 

Dr. Sachs had also claimed that, 
whereas electric utility stocks in “origi- 
nal cost” states such as New York and 
Massachusetts years ago sold on a lower 
yield basis, the trend has now been re- 
versed in favor of the “fair value” states 
such as Ohio. 


———— Bonbright, a witness for the 
commission, pointed out that the utili- 
ties, and particularly the Bell system, 
had been able to raise tremendous 
amounts of new capital during 1950, in- 
dicating the confidence of the investing 
public in these securities despite the 
threat of inflation. Another witness, Mr. 
Kosh, stated that buyers of American 
Telephone are not primarily interested 
in market appreciation but mainly in the 
safety of the $9 dividend rate. Moreover, 
the impact of inflation already has been 
discounted by the market, these wit- 
nesses contended. 

Weighing these arguments pro and 
con, the commission concluded that as 
a practical matter American Telephone 
is still able to attract new capital on 
favorable terms; and while the utilities 
may have lost some favor among profes- 
sionals, there is still a very large class 
of investors who are mainly interested 
in stability of income and a fixed divi- 
dend rate. Moreover, the factor of in- 
flation must not be exaggerated—“we 
cannot take for granted that uncontrol- 
led inflation is a certainty unless we as- 
sume that the national administration 
is either so impotent or inept that it 
cannot deal with the problem, Contin- 
uation in the trend may well make our 
decision outmoded within a short time, 
and unlimited inflation could produce 
results so serious not only to the utilities, 
but to our entire economy, that we hesi- 
tate even to suggest them.” 
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AVING discarded the “integrity of 
H investment” theory, the commis- 
sion returned to its own view that “a 
utility is entitled to earn a sufficient 
sum to attract capital to the enterprise.” 
If the rate base is too low this can be 
adjusted by allowing a higher rate of 
return, and vice versa—the end result 
is all that matters, though there must 
be consistency in the policies used. The 
commission discussed in interesting 
fashion the various rate base and de- 
preciation theories (pages 25-31 of the 
- decision). It pointed out that the Su- 
preme Court supported original cost 
in the Hope Case, that original cost has 
become increasingly adopted by state 
commissions, and that three-quarters of 
the Bell system property lies in juris- 
dictions which use original cost to fix 
rates. Original cost is readily ascertain- 
able, while reproduction cost or fair 
value is always a matter of controversy 
among the experts, thus requiring vast 
preparation and unnecessary waste of 
time. Hence the commission decided to 
adhere to original cost, and to make 
allowance in the rate of return for any 
necessary adjustments needed to facili- 
tate acquisition of new capital under ex- 
isting market conditions. 

After considering at some length 
(pages 31-35) the capital structure of 


the Bell system and its subsidiaries, the 
commission accepted the present debt 
ratio of 45 per cent and equity ratio of 
55 per cent as the unit of measurement 
in determining cost of capital to the New 
York Telephone Company. There was 
little disagreement regarding cost of 
debt to the company—3 per cent or a 
little higher. Under the heading “rate 
of return” (pages 35-41) the commission 
considered the various arguments ad- 
vanced by company witnesses. John F. 
Childs of the Irving Trust Company 
considered a low debt ratio highly de- 
sirable, based on the history of indus- 
trial companies, but the commission held 
that industrial companies are forced to 
use lower ratios because of their greater 
vulnerability to the industrial cycle. 
American Telephone, by maintaining 
the $9 dividend as a key policy, has 
moved its stock into a unique position 
so that, while it is really an equity secu- 
rity, it has taken on the characteristics 
of an investment with a fixed return— 
which factor is a vital element in its 
acquisition of new funds. 


HE commission did, however, feel 
that the stiffening in money rates 
and the increased trend toward infla- 
tion might now warrant a somewhat 
higher rate of return than the 54 to 6 
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*UTILITY NEW MONEY FINANCING 


*As compiled by the Irving Trust Company. D—Decrease. 


1951 to Date 
% Increase 
October Millions Over 1950 
$64 $629 D 6% 
97 138 D35 
45 299 20 
$206 $1,066 D 6% 
$34 $578 6% 
a 33 D31 
— 78 39 


"$34 $689 7% 


$240 $1,755 D 1% 
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per cent yield allowed in the previous 
rate case. The return should now ap- 
proximate 6 per cent, as applied to origi- 
nal cost, it concluded. The commission 
then proceeded to test the adequacy of 
earnings in some detail. It estimated 
that if the new rates were put into effect 
the company would earn about 8}-84 
per cent—or even more—on its rate 
base. It finally held that present earn- 
ings provide an adequate return, but that 
“if the new taxes will deprive the com- 
pany of an adequate return it may again 
seek relief.” 


TS New York commission’s bureau 
of research has recently undertaken 
a study of the cost of equity capital for 
operating electric utilities, and is con- 
sulting a group of utility analysts re- 
garding the major factors which deter- 
mine the cost of equity capital. This 
constructive move, which should set an 
example for other commissions, may 
prove of considerable aid to the com- 
mission in meeting the problem of in- 
flation. 

In this connection it might be sug- 
gested that the bureau of research 
analyze (in greater detail than was done 
in the New York Telephone decision) 
the problem of depreciation accruals and 
reserves in relation to rate base and 
rate regulation. Such a study would have 
to take cognizance of different retire- 
ment policies for different divisions of 
the industry. For example, the electric 
and gas companies have been permitted 
to retain in the rate base a considerable 
amount of obsolete plant (as “stand-by” 
or “emergency” facilities), while the 
telephone companies probably cannot do 
this. 

Perhaps this explains why tele- 
phone reserves are generally higher. 
There are many other phases of the 
problem which may furnish material for 
statistical analyses and projections. In 
this connection the past policies of the 
railroads and the transit companies— 
before these industries encountered fi- 
nancial _ difficulties—might also be 
studied, to see whether larger reserves 
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or lower debt ratios would have kept 
them out of reorganization. 


* 
Frequency of Earnings Reports 


HILE most of the large electric 

utility companies make their in- 
terim reports in the same manner, there 
is considerable variety in the method 
used by the smaller companies. In the 
table “Financial Data on Electric Util- 
ity Stocks,” which appears once a month 
in this department (see page 735), an 
additional column has been added under 
share earnings for “Frequency of Re- 
ports.” There seem to be at least twelve 
different ways of reporting, of which 
nine are represented in this table. Fol- 
lowing are the methods, arranged in the 
order of their use by electric utility com- 
panies: 


Symbol 


Explanation No. 


Latest quarter and twelve months 58 
Latest month and twelve months Fe 
1 


Quarters cumulatively 
Twelve months (reported 
monthly) 
Latest month, cumulative months, 
and twelve months 
Calendar year only 
Twelve months (reported 
quarterly) 
Cumulative months and twelve 
months 
Latest quarter only 
Month only 
mc Latest month and cumulative 
months 
mqy Latest month, three months, and 
twelve months 


* 
Best Annual Reports for 1950 


ACH year in October (since 1940) 
the Financial World has selected 
outstanding annual reports and presented 
“Oscars” to the companies achieving the 
best standards of presentation. For 1950, 
Weston Smith, executive vice president 
of the World—assisted by twenty mem- 
bers of the New York Society of Secu- 
rity Analysts—found it necessary to re- 
view some 5,000 folders, booklets, and 
brochures. The standards set up by the 
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publication to win a Merit Award were To win a “Best-of-Industry” Oscar, 
as follows: the report must also meet the following 
(1) Adequate comparative finan- qualifications : 
cial statements with earnings and (1) The most attractive piece of 
dividends presented on a per share printed matter. 
basis. (2) The finest illustrated brochure. 
(2) An interpretative chairman’s _ (3) The most complete presenta- 
and/or president’s letter covering im- tion of financial statistics. 
portant fiscal changes of the year. (4) The best written booklet. 
(3) An informative narrative sec- (5) The fullest interpretation of 
tion reviewing the leading phases of facts and figures. 


the business. Among the utility companies, Citizens 

(4) An appropriate number of Utilities Company, Panhandle Eastern 
background tabulations, charts, maps, Pipe Line, and Long Island Lighting 
and other graphical or pictorial il- Company won industry awards, and 
lustrations. Citizens Utilities also won a silver 
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LIST OF NEW YORK BROKERS’ UTILITY ANALYSES* 


Company Analyses Firm No. Pages Issued 
American & Foreign Power Sutro Bros. & Co. Aug. 
Atlantic City Elec. Josephthal & Co. Sept. 
Brooklyn Union Gas Josephthal & Co. Sept. 
Calif.-Oregon Power Kerr & Co. Oct. 
Central Hudson G. & E. Josephthal & Co. Aug. 
Central & South West Argus Research Corporation Oct. 
Central & South West Paine, Webber, Jackson & Curtis os 
Central & South West Josephthal & Co. Oct. 
Columbia Gas Paine, Webber, Jackson & Curtis Sept. 
Commonwealth Edison Kerr & Co. Sept. 
Commonwealth Edison Paine, Webber, Jackson & Curtis Sept. 
Consumers Power Argus Research Corporation Aug. 
Delaware Power & Light Paine, Webber, Jackson & Curtis Aug. 
Florida Power & Light Paine, Webber, Jackson & Curtis Sept. 
Iowa-Illinois Gas & Elec. Paine, Webber, Jackson & Curtis Aug. 
Iowa Power & Light Paine, Webber, Jackson & Curtis Aug. 
Lake Superior Dist. Power Loewi & Co. (Milwaukee) Sept. 
Niagara Mohawk Power Paine, Webber, Jackson & Curtis Sept. 
Niagara Mohawk Power Argus Research Corporation July 
Niagara Mohawk Power Kerr & Co. Aug. 
North American Co. Argus Research Corporation 
Northern New England Ira Haupt & Co. 

Northern States Power Paine, Webber, Jackson & Curtis 
Ohio Edison Argus Research Corporation 
Pennsylvania Power & Light Argus Research Corporation 
Southern Indiana G. & E. Paine, Webber, Jackson & Curtis 
Wisconsin Electric Power Paine, Webber, Jackson & Curtis 

Bulletins and Tables 
Monthly Review of Utility 

Developments Josephthal & Co. 4 
Current Developments in Utilities Eastman, Dillon & Co. 10 
Natural Gas in 1952 Edward A. Purcell & Co. _— 
Electric Power and Light Industry Reynolds & Co. 15 
Utilities in New York State Offer 

Attractive Opportunities Goodbody & Co. 6 
Tabulation of Electric and Gas 

Utility Stocks First Boston Corporation 11 
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*Similar lists have appeared in the FortnicHtLy for August 2, April 26, and January 4, 1951; 
and in the October 12, June 22, March 30, and January 5, 1950, issues. 


NOV. 22, 1951 734 


NNNMNNMNMNMNNNNOO™ 





FINANCIAL NEWS AND COMMENT 


“Oscar-of-Industry” trophy. (Erie Rail- 
road won the Golden trophy.) Among 
the best advertisements of 1950 annual 
reports were those of Dayton Power & 
Light Company (which also won a 
bronze “Oscar-of-Industry” trophy), 


e 


Boston Edison Company, and Southern 
California Edison. Other electric utility 
companies which received sectional 
awards were Shawinigan, Illinois Pow- 
er, Virginia Electric & Power, and Gulf 
States Utilities. 


FINANCIAL DATA ON ELECTRIC UTILITY STOCKS 


10/31/51 
Price 
About 


Divi- 
dend 
Rate 


Revenues $50,000,000 or over 


‘§ American Gas & Elec. .... 
Boston Edison 

Central & South West . 
Cincinnati G. & E. 
Cleveland Elec. Illum. 
Commonwealth Edison .... 
Consol. Edison of N. Y. .. 
Consol. Gas of Balt. 
Consumers Power 

Detroit Edison 

Duke Power 

Florida P. & L. 

General Pub. Util. 

Middle South Util. 

New England Elec. ....... 
N. Y. State E. & G. 
Niagara Mohawk Power .. 
North American 

Northern Ind. P. S 
Northern States Power ... 
Ohio Edison 

Pacific G, & E. 

Penn Power & Light 

her gg Electric 

Pub. Serv. E 

So. Calif. Edison 
Southern Company 

Texas Utilities 

Virginia Elec. & Power ... 
West Penn Elec. 
Wisconsin Elec. Power ... 


58 $3.00# 
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Averages 


Revenues $25-$50,000,000 


Carolina P. & L. 

CONES BOL I. Gh sssiccs ves 
Connecticut L. & P. 
Columbus & S. Ohio Elec. .. 
Bees ©. Oe Bs cc ccccccses 
Gulf States Util. 

Houston L. & P. 
Indianapolis P. & L. ...... 
Illinois Power 

Kansas City P. & L. ...... 
Kansas Pr. & Lt. 

Long Island Lighting .... 
Louisville G. & E. 
Montana } at 
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% In- Of Re- 
crease ports** 


Cur- 
rent 
Yield 


Cur. 
Period 
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$4.61s 
3.07s 
1.34s 
2.83je 
3.65je 
1.945 
2.24s 
1.74je 
2.58s 
1.72s 
7.29je 
2.44s 
1.83je 
1.79s 
1.26s 
1.95s 
1.94s 
1.36je 
2.21s 
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——Share Earnings* 
° 10/31/51 Divi- Cur- req. 
(Continued) Price dend rent Cur. % In- Of Re- 
About Rate Yield Period crease ports** 


New England G.& E..... 14 1.24ag b 
New Orleans Pub. Serv. . 2.76s my 
Oklahoma G, & E 1.64s ay 
Potomac Elec. Power .... 1.01je ay 
Pum Serv. of Cole ...e. ay 
Pua Serv. of Ind. ...2<<- c 
Puget Sound P.& L....... my 


ay 
San Diego G. & E. ........ b 
Toledo Edison ay 
West Penn Power 
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Averages 


Revenues $10-$25,000,000 


Atlantic City Elec. ....... 224 $1.30 
California Elec. Pr. ...... 8 .60 
Calif. Oregon Power 24 1.60 
Central Aris. L. @ FP. .....+ 12 80 
Central Hudson G.& E... 10 60 
Central Ill. E. & G. ...... 2 1.30 
Central Ill. Light 2.20 
Central Maine Power .... 1.20 
Connecticut Power 2.25 
Delaware P. & L. 1.20 
Florida Power Corp, ..... 1.20 
Hartford Elec. Light 2.75 
Idaho Power 1.80 
Interstate Power 60 
Iowa Electric L. & P. ..... 90 
Iowa-Illinois G. & E. 1.80 
Iowa Power & Light 2 1.40 
Iowa Pub. Service 

Kansas Gas & Elec. ...... 
Kentucky Utilities 
Minnesota P. & I 

Mountain States Power ... 
Otter Tail Power 

. £2 > eae 
Portland Gen. Elec. ...... 
Public Service of N. H. .. 
Scranton Elec. 

So. Carolina E. & G. ...... 
Southern Indiana G. & E. .. 
Southwestern Pub. Serv. .. 
Tampa Electric 

BME DL, cscs cavsucses 
Utah Power & Light 
Western Mass. Cos. ...... 
Wisconsin P. & L. .......- 
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Averages 


Revenues $5-$10,000,000 


Arkansas Missouri Power . 
Central Louisiana Elec. ... 
Central Vermont P. S. .... 
Community Pub. Ser. ...... 
El Paso Electric 

Empire Dist. Elec. 

Iowa Southern Util. ...... 
Lawrence G. & E.......... 
os > oa 
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FINANCIAL NEWS AND COMMENT 


——Share Earnings* 
7 10/31/51 Divi- Cur- req. Price- 
(Continued) Price  dend rent Cur. % In- Of Re- Earn. 
About Rate Yield Period crease ports** Ratio 


Madison Gas & Elec / 5.2 2.31d q 134 
Northwestern P. S. ....... j a 1.29je ay 8.5 
Penn Water & Power .... : 5.7 2.23d qe 15.7 
Pub. Ser. of New Mexico . 1.72s ay 9.3 
Rockland L. @ P. ........ 70ju b 100 
St. Joseph Lt. & Pr. ...... 1.97je qy 11.7 
Tide Water Power 82s b 98 
Tucson Gas, E. L. & P. .. 2.26s bq 106 
Western Lt. & Tel. ....... 2.23s 10.3 
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Averages 


Revenues under $5,000,000 


0 Arizona Edison 

Bangor Hydro Elec. ...... 
Beverty G. @ EB, .. cecccess 
Bick Hoe FP. @ Lh. ...... 
Citizens Utilities 

Colorado Central Power ... 
Concord Electric 
1S) eae 
Eastern Kansas Utils. .... 
Fitchburg G. & E. ....... 
Frontier Power 

Green Mountain Power ... 
Haverhill Elec. 

Lake Superior Dist. Pr. ... 
Lowell Elec. Lt. 

Maine Public Service 
Michigan Gas & Elec. ..... 
Missouri Edison 

Missouri Public Ser. ...... 
Missourj Utilities 
Newport Electric 

Sierra Pacific Power 
Southern Colo. Pr. 
Southwestern FI. Ser. ..... 
Upper Peninsula Power .. 
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1.90ju 
3.14d 
2.65je 
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Averages 
Averages, five groups ... 
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Canadian Companiestt 

C Brazilian Trac. L. & P. .. $2 
C Gatineau Power 1 1 
C Quebec Power : 


; 4% 
; ‘ i 2 

: ’ ' 9 : 
C Shawinigan Power i 39 ' 
C Winnipeg Electric 2. D4 15. 


d—December, 1950. ma—May, 1951. je—June, 1951. ju—July, 1951. ag—August, 1951. s—Sep- 
tember, 1951. B—Boston exchange. C—Curb exchange. O—Over-counter or out-of-town ex- 
change. S—New York Stock Exchange. E—Estimated. NC—No comparable figures available. 
*All twelve months’ earnings comparisons have been adjusted to reflect in both periods, the 
present number of shares outstanding. If additional common shares have been recently offered, 
earnings are adjusted to give effect to the offering. tEarnings on average shares outstand- 
ing $2.23; price-earnings ratio on this basis 14.8 and dividend pay-out 90 per cent. ++While 
these stocks are listed on the Curb, Canadian prices are used. (Curb prices are affected by 
exchange rates, etc.). #Also 5 per cent stock dividend. **The following symbols are used 
in this column to indicate the periods and frequency of earnings reports: a—Calendar year. 
b—Twelve months (reported monthly). bq—Twelve months (reported quarterly). c—Cumula- 
tive months and twelve months. mcy—Latest month, cumulative months, and twelve months. 
my—Latest month and twelve months. q—Latest quarter. qc—Quarters cumulatively. qy—Latest 
quarter and twelve months. 
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What the State 





Commissioners 


Are Thinking About 


Excerpts and digests from the opinions expressed 

in reports and addresses at the annual convention 

of the National Association of Railroad and Utilities 

Commissioners in Charleston, South Carolina, from 
October 16th to 19th, 1951. 


On Commission Organization 


eenpaxy of you have inquired as to how 
; the Oregon plan of only one commis- 
sioner works out in actual operation. It appears 
to have its drawbacks as well as its advantages, 
and after eight years’ experience in the posi- 
tion, it seems to me that there is a great deal 
of advantage in getting work done, and han- 
dling problems expeditiously. Oregon has a 
very fine staff, and we meet and discuss the 
problems of the various divisions of the office 
very much as a commission would do, though 
I must admit that there have never been any 
dissenting opinions written. From the opera- 
tional standpoint there are many advantages, 
and as long as I am commissioner, I hope there 
will be no change. 


“On the other hand, there is decided weak- 
ness in the setup, as there is no continuity of 
experienced people at the top level. I know 
well from my own experience that no one per- 
son without experience, whether he be an at- 
torney, an engineer, or an accountant, is quali- 
fied for the position without considerable ex- 
perience and actual on the job training. So it 
seems to me that the ideal arrangement is a 
commission of not less than three, with stag- 
gered terms of not less than six years.” 


—GeorcE H. Frac, 
Retiring president, National 
Association of Railroad and 

Utilities Commissioners. 


z 


On Commission 


66D wuNcinc a closer understanding between 
the public and the work of a public 
service commission presents one of the major 
problems facing the regulatory bodies today. 
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Public Relations 


Although one of the prime objectives in the es- 
tablishment of public service commissions was 
price control over charges which utilities would 
be permitted to charge for services rendered, 
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WHAT THE STATE COMMISSIONERS ARE THINKING ABOUT 


it never was conceived as an effective instru- 
ment to control inflation. A failure on the part 
of the public to understand this creates a wide- 
spread misapprehension as to what constitutes 
the duties and activities of a state regulatory 
commission. 

“Therefore, to achieve a better understand- 
ing, it is essential that regulatory bodies find 
yarious mediums to inform the consumers 
that : 

“Public service commissions have no power 
to control inflation. 

“There are some people who have forgotten 
that a commission is a statutory body pledged 
under oath to administer the laws as written. 
The people themselves have decreed that utili- 
-ties shall be given the opportunity to earn a 
reasonable profit upon prudently invested capi- 
tal devoted to a public use. Some method 
should be found to remind these people that 
regulation of public utilities is based upon the 
free enterprise system within the framework 
of state and national constitutions.” 


—JouNn C. DoeErFER, 
Chairman, Wisconsin Public 
Service Commission. 


*ETow to keep the public better informed. 
Because of the reluctance of state 
legislatures to establish a public information or 
public relations department in state regulatory 
agencies, it devolves upon the commissioners 


7 


to find ways and means to keep the public 
informed. 

“Some of this can be done by incorporating 
in the opinion part of our decisions and orders 
some of the broader reasons or economic back- 
ground which impelled the decision. To be sure, 
to keep our decisions within the bounds of rea- 
son, and practical, they should be concise and 
to the point. But frequently, in the more im- 
portant opinions, material can be weaved in 
without doing violence to the objective of con- 
ciseness and which in simple language can re- 
cast some of the elementary economic facts and 
fundamental laws within which commissions 
must operate. 

“If this is too cumbersome, then an explana- 
tory but separate summarization can be pre- 
pared and given as a press release. 

“Commissions should also avail themselves 
of opportunities to address luncheon, service, 
or civic groups. This is often a difficult and 
heavy burden in addition to their other duties. 
But these are difficult times and call for such 
extra duties. 

“Tn their daily correspondence with members 
of the public, the commission and its staff could 
enclose a small brochure, letter size, which de- 
tails the duties of the commission, its organ- 
izational setup, its techniques, and sources of 
information available to the public.” 

—Joun C. Doerrer, 
Chairman, Wisconsin Public 
Service Commission. 


On Corporate Finance 


OT ue past year witnessed a continuance of 
the large-scale plant expansion programs 
of public utilities, particularly in the electric, 
telephone, and natural gas fields. Due to con- 
tinued increasing customer demands, plans for 
postwar construction programs of three or 
four years have been revised to six, seven, and 
eight years, extending in many instances 
through the year 1955. Coupled with the high- 
est prices in public utility history, these heavy 
programs have and will continue to require 
substantial outside financing in the form of 
public utility securities.” 


—Report of Committee on 
Corporate Finance, Harold 
A. Scragg of Pennsylvania, 

chairman, 


“ 


... increases in bond yields, together with 
the fact that recent months have experienced 
arise in the yield on preferred stock, no doubt 


e 


influenced the failure of public utilities to main- 
tain the encouraging progress in equity financ- 
ing made in 1949, although several large issues 
of common stock have been made recently. A 
continued rise in the yield on senior securities 
would make equity securities less attractive to 
the investor unless, as we have several times 
said, public utilities are permitted by regula- 
tory commissions to obtain without undue de- 
lay necessary additional revenues through 
justifiable rate increases, in amounts sufficient 
to pay reasonable dividends on common stock. 
For the investor will not buy common stock 
unless he has reasonable assurance of an ade- 
quate return on his investment commensurate 
with the greater risk taken in contrast with 
investment in securities carrying a fixed annual 

return and having prior claims on earnings.” 
—Report of Committee on 
Corporate Finance, Harold 
A. Scragg of Pennsylvania, 

chairman. 


On Depreciation 


ad D bos to the recent rapid increase in con- 
struction costs and the general infla- 
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tion in prices, questions have been raised in rate 
cases and at other times as to the advisability 


NOV. 22, 1951 





PUBLIC UTILITIES FORTNIGHTLY 


of continuing to compute depreciation expense 
on the original cost basis. The 1943 report of 
the committee emphasized that cost of facilities 
subject to depreciation is the only sound basis 
for the computation of depreciation expense, 
and the committee is still of the view that any 
other basis of computing depreciation would 
not be sound or proper. 

“Among other items which the committee 
will study will be the development of tech- 
niques in estimating service lives where mor- 
tality data are not available. It appears possible 
to develop methods and procedures whereby 
the mortality characteristics of mass property 
accounts may be estimated with reasonable ac- 


curacy, even in the absence of specific mor- 
tality data. In view of the fact that a number 
of utilities do not maintain records which 
would disclose mortality data for mass items 
of plant, it appears that methods for estimating 
mortality characteristics under such circum- 
stances or alternative methods of estimating 
service lives, could be developed which would 
be of substantial value, not only to regulatory 
commissions, but to a large number of public 
utility companies.” 
—Report of Committee on 
Depreciation, N. Knowles 
Davis of Georgia, chair- 
man, 


e 


On the Effect of Utility Taxation 


66 ANotnte serious problem, becoming more 
and more aggravated, and entirely due 

to today’s tax structure, is the increasing bur- 
den placed on the ratepayer when new financing 
is done with equity rather than debt money. 
There can be no doubt as to the importance of 
a sound financial structure, with a reasonable 
debt ratio, but the tremendous difference in 
the cost of the two methods, to the ratepayer 
and without additional return to anyone but 
the tax collector, constitutes a real problem.” 

—GerorceE H. Frace, 
Retiring president, National 
Association of Railroad and 
Utilities Commissioners. 


6 Concress hides behind the cloak of com- 
missions in the collection of hidden 
taxes. 

“Because income taxes of utilities are to be 
considered a cost of operation, as decreed by 
the United States Supreme Court many years 
ago in the Galveston Case, they are hidden 
taxes in the rates charged for utility services. 
It is surprising how many ordinarily well- 
informed members of the public and news- 
paper editors do not realize this.” 


—Joun C. Doerrer, 
Chairman, Wisconsin Public 
Service Commission. 
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On Gas Rates 


€6Decenrt rate reductions put into effect by 

companies formerly supplying manu- 
factured gas upon the introduction of natural 
gas have in general fallen short of expectations. 
The answer to this is to be found in some 
measure in the fact that these companies, while 
distributing manufactured gas at rates that 
made electricity competitive for base load 
usage (cooking, water heating, and refrigera- 
tion), had operated at less than a fair return 
because further rate increases would work to 
their disadvantage in a competitive market. 
With the introduction of natural gas, savings to 
consumers have been available only beyond the 
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ambit of a fair return to investors. In many 
of these new markets other fuels adaptable to 
automatic space heating are at present rates 
competitive with natural gas. Where substan- 
tial increases in demand charges are proposed, 
these, if made effective, may place certain dis- 
tributing companies that have recently received 
supplies of natural gas at a disadvantage in the 
space-heating market.” 


—Report of Committee on 
Rates of Public Utilities, 
Paul E. Weiland of Ohio, 


chairman. 


On Inflation versus Regulation 


oMhs is a practical impossibility for a com- 
mission to add any impetus to the infla- 
tion cycle. 

“High prices are symptoms and not the cause 
of inflation. The monetary policy of the Fed- 
eral government which manufactures more 
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money than available goods and services is the 
real cause of inflation. A regulatory agency 
exercises price control over utilities but price 
controls cannot retard or cure inflation whether 
exercised over public utilities or private busi- 
ness. 
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“Rate increases lag behind the general price 
level. 

“The records of any public utility commis- 
sion will disclose that there is a lag between 
application for a change in rates charged for 
utility services and the final order approving 
or determining such changes. In fact, in many 
instances such a lag is substantial.” 

—JouNn C. DOoERFER, 
Chairman, Wisconsin Public 
Service Commission. 


“°’ the many problems facing utilities and 
regulatory commissions alike the most 
serious is that of a fair determination of rates 
in the light of the rising costs the economy of 
_ this country has experienced since the hap- 
penings in Korea. Much has been said by Fed- 
eral officials and economists about controlling 
the inflationary spiral—note that the expression 
is ‘controlling’ and not ‘halting’ — and the 
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Bureau of Labor index of living costs con- 
tinues to rise. While utilities do not buy much 
beef steak, nor have other personal living costs, 
the people employed by the utilities do, and 
the pinch they have felt has been passed on to 
the employers, and is evidenced by higher labor 
costs... . it is incumbent upon the regulatory 
body to grant higher rates where a need for 
such has been clearly demonstrated. Courts 
have universally held that rates producing less 
than a fair return are confiscatory, and will 
grant rates that will produce a fair return to 
the utility. It is in the determination of what 
constitutes a fair return that the controversies 
arise, and it is in the examination of all the 
factors that must be considered that the utili- 
ties and regulatory bodies can best serve the 
public.” 
—Joun H. HEssey, 
Chairman, Maryland Public 
Service Commission. 


On Natural Gas Service Restrictions 


66 Cmtamy the imposition of unnecessary 
certificate and accounting requirements 
can be cured by the proposed amendment to the 
Natural Gas Act which clearly exempts local 
intrastate natural gas distributing companies 
despite some interstate flow of gas in their 
lines. 

“Such amendment would have the immedi- 
ate impact of reducing the operating ex- 
penses of many of our Ohio naturai gas utili- 
ties—and in a very sizable amount. That re- 
duction will offset to some extent the other- 
wise inevitably mounting costs of doing busi- 
ness. 

“In conclusion, as far as the artificial factor 
which has been referred to as the national 
share-the-gas theory, I sincerely hope that all 
state commissions become articulate and vigor- 
ous enough to persuade the Federal Power 
Commission, and its staff, that its function is 
not that of a public utility commission for the 
United States of America. As I have said, this 
seems to me to be an artificial impediment, 
hampering the discharge of our duty to achieve 
adequate service in the natural gas field. There 
are many factors about which we can do noth- 
ing, but this impediment, at least, is one which 
we can and should remove. I hope it can be 
done by persuasion. If not, it should be done 
by legislation.” 

—Ray O. Martin, 
Member, Ohio Public Utili- 
ties Commission. 


<ry ne difficulties arising to the supplier and 
transporter of natural gas to their con- 
sumers, according to the information obtained 
from those whose obligation it is to supply nat- 
ural gas and should know, are substantially due 
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to the shortage of material and labor, the ma- 
jor shortage being the inability to secure suffi- 
cient steel. 

“This is given as the paramount rea- 
son by those engaged in the undertaking and 
business of furnishing natural gas for their 
inability to adequately meet the requirements 
of the consumers in the territory they have 
obligated themselves to serve. That these com- 
panies are unable to secure a sufficient amount 
of steel to adequately take care of their com- 
mitments is not questioned, but what may be 
reasonably questioned is, the failure of these 
companies to have been better informed. They 
should have kept in closer touch with the pre- 
vailing difficulties likely to confront them; to 
have been fully acquainted with the probability 
of their inability to be able to secure an ade- 
quate supply of gas to serve their present cus- 
tomers and anticipated reasonable demands be- 
fore obtaining or accepting additional authority 
from the Federal Power Commission to extend 
any facilities into entirely new territory. This 
lack of foresight and vision on the part of the 
gas companies is not commendable. It is not 
complimentary to those engaged in the natural 
gas business. If this lack of knowledge and 
understanding of the gas industry, by those 
who have money invested in it and who should 
have a constant check of the prevailing infor- 
mation of the business and a detailed analysis 
of it at ready command, represents their best 
judgment of their business and its expected fu- 
ture requirements, then it behooves the regu- 
latory commissions, both Federal and state, to 
make a most critical study and analysis of in- 
formation furnished them before any additional 
certificated rights are granted, in order that 
there may not be any question as to the ability 
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of the utility to adequately meet the require- 
ments of the public it proposes to serve.” 


—H., Lester Hooker, 
Member, Virginia State Cor- 
poration Commission. 


66rT ne chairmen of the public utilities com- 
missions of the affected states appeared 
before the Petroleum Administration for De- 
fense and opposed the impositions of these 
curbs, prior to their issuance. It was the com- 
missioners’ position that the state regulatory 
bodies are qualified to exercise the control and 
the distribution of natural gas within the con- 
fines of their respective states, as authorized by 
the Bow amendment to the Defense Production 
Act of 1950. It is the opinion of these state 
commissioners that the regulatory commission 
of each state is more familiar with the prob- 
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lems of that state than are the members of a 
distant Washington agency. These commis- 
sioners also are of the opinion that a state 
commission is qualified to determine the just 
allocations of natural gas within the state bor- 
ders and can work more closely with gas dis- 
tributing companies than can an agency func- 
tioning from Washington. Many state commis- 
sions have certified to the President, as au- 
thorized in the Bow amendment, that they 
either are exercising, or will exercise, their au- 
thority to the extent necessary to accomplish 
the objectives of the Defense Production Act 
and their commissions are set up and organ- 
ized adequately to carry out the intent of the 
Bow amendment.” 
—Report of Committee on 
National Defense, Eugene 
S. Loughlin of Connecti- 
cut, chairman. 


On Operating Expenses under Inflation 


* . . the place where the full impact of 
rising costs is felt first and most forcibly is 
in the determination of net operating income. 
Included in operating expenses are the labor 
costs charged to operations, fuel costs, taxes, 
and the host of other expenses, all at high 
levels. The progress of industry with the tech- 
nological improvements that have developed 
over the years have helped to keep costs of 
operation from pyramiding in step with unit 
cost increases. But the repeated demands of 
labor, coupled with increasing tax burdens, in 
conjunction with increasing material costs have 
far outstripped any economies produced 
through invention and ingenuity. A utility has 
a right to expect full recovery of all legitimate 
operating expenses, plus taxes and deprecia- 
tion. Modern accounting procedures, as evi- 
denced by the various uniform systems of ac- 
count, have pretty well eliminated improper 
charges. It could be that a charge might be ex- 
cessive in a certain instance, but in the main 
a utility that follows the prescription of one 
of the uniform systems will have its accounts 
in good shape. For rate case proceedings, ex- 
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amination of the various operating expense ac- 
counts is desirable in order to normalize any 
unusual or nonrecurring items. Also, depre- 
ciation charges can well be reviewed and 
brought up to date in the light of the most 
current knowledge and experience. 

“While the principles which have to be fol- 
lowed may be thoroughly understood by the 
commissions, yet the application is more diffi- 
cult and burdensome during periods of rising 
costs than during periods when prices remain 
at a fairly constant level. Even though the 
regulatory commissions are successful in hold- 
ing the line on rate base and rate of return 
and can persuade the public utilities to reduce 
operating expenses, it is entirely possible that 
rising costs may compel the granting of in- 
creased rates. In such event some comfort 
should be derived from the fact that, in gen- 
eral, utility service is still one of our most 
inexpensive commodities.” 


—Joun H. HEssey, 
Chairman, Maryland Public 
Service Commission. 


On Proposed Revision of Telephone Toll Separation 


66NTow, what would be the effects of this 
plan? It will have the effect of shifting 
from state to interstate operations approxi- 
mately $82,000,000 of exchange plant gross in- 
vestment and $17,000,000 of related annual ex- 
penses. This is in addition to the transfer to 
interstate of over $1,000,000 gross plant in- 
vestment and almost $4,000,000 of annual ex- 
penses, which will result from the previously 
mentioned simplification changes worked out 
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by the separations subcommittee last May. The 
states will also be relieved of additional 
amounts of book costs and expenses if, as is 
anticipated by the FCC, the 5-cent rate ‘appli- 
cable to certain interstate toll routes is elimi- 
nated in connection with possible adjustments 
in the interstate schedule which I will discuss 
more fully in a moment. Under separations 
methods used in most state rate cases, inter- 
state operations not included in the interstate 
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division of revenue arrangements, such as the 
5-cent traffic, are lumped in the intrastate op- 
erating results. Thus, elimination of the 5-cent 
exception rate will bring into the interstate 
division of revenue arrangements the larger 
part of about $6,500,000 book costs and $2,- 
000,000 excess of annual expenses over related 
revenues, with corresponding relief to the 
states. To summarize, the changes which I 
have discussed would have the effect of shift- 
ing from state to interstate operations about 
$90,000,000 in gross plant and about $22,000,- 
000 in annual expenses. 

“In view of the large number of state com- 
missions which are currently engaged in con- 
sidering requests for third or fourth rounds 
of intrastate rate increases, I should like to 
‘ point out that from a revenue requirement 
standpoint, these changes will increase the 
total interstate requirement and reduce the 
total requirement applicable to state opera- 
tions by substantial amounts. At this point, I 
should also like to remind you of a revision 
made in the early part of the year by the Bell 
system companies with respect to the develop- 
ment of toll coefficients related to the alloca- 
tion of operator work time between state and 
interstate services. On the basis of current 
estimates, it appears that this change has had 
the effect of shifting to interstate operations 
about $20,000,000 of gross plant investment and 
$15,000,000 of annual expenses. Thus, in effect, 
since our last meeting in Phoenix, changes in 
the separations procedures, or in the methods 
of applying them, have resulted or will result 
in a transfer of about $110,000,000 of gross 
plant and about $37,000,000 of annual expenses 
from intrastate to interstate operations.” 


—-PauL A. WALKER, 
Vice chairman, Federal Com- 
munications Commission. 


~ REALIZE that each state commission repre- 
sentative is speculating as to the extent 
to which his individual state will benefit from 
these proposed revisions in separations proce- 
dures. Although, at this time, we do not have 
data by states, it is obvious that every state 
will benefit. I am confident that every state 
will look after its interests in this regard, and 
that the Bell system companies and state com- 
missions will see to it that the benefits to the 
states resulting from these changes in separa- 
tions, if placed in effect, will be appropriately 
reflected in each jurisdiction. 

“Another question which, no doubt, has 
aroused more than just idle curiosity in your 
minds, relates to the effects of these various 
changes upon interstate operating results and, 
particularly, the commission’s (FCC) rate pro- 
ceedings in Docket No. 9889. Obviously, trans- 
fers to interstate operations of plant and ex- 
penses of the magnitude which I have out- 
lined, will have a substantial impact upon the 
level of earnings and revenue requirements in 
the interstate field. Accordingly, the commis- 
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sion is reviewing the entire picture in this light, 
and is exploring the nature and extent of in- 
terstate rate adjustments that may be necessary. 
It appears that these explorations may afford 
the opportunity for effecting substantial ad- 
justments in the interstate toll rate schedule 
by way of increases at the short hauls, to- 
gether with possible reductions in other parts 
of the schedule. In approaching this matter, 
and having in mind the cost data reflected in 
the report of the subcommittee on toll rates, 
the commission considers increases in short- 
haul toll rates to be desirable in the interest 
of bringing such rates into closer alignment 
with the costs of rendering interstate service 
at those hauls. This will also serve materially to 
mitigate the disparities between state and in- 
terstate toll rates.” 
—Pavut A. WALKER, 
Vice chairman, Federal Com- 
munications Commission. 


COT ne logical approach to this problem 
seems buried in a mass of accounting 
and statistics that are largely unsupported and 
of unsound origin. The facts appear clear. In- 
terstate rates are low. This is especially true 
of calls of extremely high mileage. Yet under 


' the present plan of separation, interstate toll 


earnings are high, and, as a rule, intrastate 
toll charges are high and earnings low. This 
can be attributed in part to the great capacity 
of long lines plant, but in my judgment most 
of this increase must be credited back to the 
tremendous added number of telephones now 
in use, everyone of them the basis for new and 
increasing toll business.” 
—GeorceE H. Frac, 
Retiring president, National 
Association of Railroad and 
Utilities Commissioners. 


CON recently, in connection with the 
(FCC) interstate rate investigation in 
Docket No. 9889, the commission has heen re- 
viewing, with representatives of the Bell sys- 
tem, the existing separations procedures, par- 
ticularly those affecting the allocation of ex- 
change plant investment and expenses, in order 
to determine whether changes in the proce- 
dures are necessary or desirable before pro- 
ceeding further in that docket. As a result, we 
have developed certain modifications of the 
separations procedures applicable to the ex- 
change component, which we are willing to pro- 
pose and accept on an interim basis. I say ‘in- 
terim basis’ because, as you know, the FCC 
has not, as yet, formally prescribed separations 
procedures. The FCC believes that these pro- 
posed modifications represent reasonable sepa- 
rations procedures, and that they will produce 
results which are fair and equitable to both 
state and Federal jurisdictions.” 
—Paut A. WALKER, 
Vice chairman, Federal Com- 
munications Commission. 
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On Public Ownership Tax Exemption 


“... coming as I do from the section of the 
country where the public power fight has been 
waged for years, I have been asked to comment 
on this phase of utility development. In Ore- 
gon any utility publicly owned is not subject to 
regulation. There are some that have been very 
successful, and some at the other extreme. Too 
many of these movements are started by 
worthy and sincere people whose basis for ac- 
tion is some disagreement and bitter feeling 
toward the existing service. Of one thing I feel 
very certain—no movement of this type can be 
justified when the only argument in its favor 
must be based on the tax advantage it has over 
private ownership. I have no more sympathy 
for the new crop of racketeers who would 


justify public ownership on this basis and use 
the revenue bond as an instrument for looting 
the public than I have for the burglars who 
manipulated themselves into millions some 
years back in juggling utilities stocks. They 
are of the same breed, but sad experience has 
resulted in the passage of laws that have en- 
abled state regulatory authorities to eliminate 
the old-style manipulator. It is to be hoped 
that something sound and practical can be done 
to clip the wings of his successor.” 


—Georce H. Frace, 
Retiring president, National 
Association of Railroad and 

Utilities Commissioners. 


e 


On Rate Base 


CON 7 Herner it be a rate base determined 
after consideration of original cost of 
plant as one element, together with some other 
form of valuation, such as reproduction cost, 
or whether it be a prudent investment rate base, 
the same problem of rising costs obtains. Most 
utilities have greatly increased their facilities 
during the higher cost period and, hence, the 
commissions in those states adhering to the fair 
value or reproduction cost theory would have 
to add but little to the original cost of such 
plant to establish an appropriate rate base. But 
a more exacting and searching analysis of the 
various elements comprising the rate base may 
disclose luxuries that could be reduced. To be 
more precise, a study of the cash working capi- 
tal requirements may show that the old rule of 
thumb of one month’s cash expenses is com- 
pletely inequitable. It must be remembered that 
really large amounts of cash are collected 
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monthly from customers for future payment 
of taxes, and while so held can be and are 
used for other purposes, thereby relieving the 
investors from supplying such cash. This is an 
example of where a rising cost on one hand— 
that is, Federal income taxes—can be used to 
alleviate the impact of some other require- 
ment. 

“Another element of rate base that should 
be given careful study is that of construction 
work in progress. Some utilities follow the 
practice of capitalizing interest during con- 
struction while others do not. Also, there seems 
to be no uniformity as to the inclusion or ex- 
clusion of construction work in progress in 
the rate base. It appears to me that there is a 
field that can well be explored.” 

—Joun H. HEssey, 
Chairman, Maryland Public 
Service Commission. 


4 


On Rate Regulation and Price Control 


66 As we enjoy the fruits of an economic 
‘fool’s paradise,’ mired in waste and 
public debt of such tremendous weight that it 
can never be thrown off, you, ladies and gentle- 
men, representing price control at the state 
level, are the only ones who have attained any 
reasonable objective in the battle against infla- 
tion, and who can say honestly that a real con- 
trol has been maintained in your field in spite 
of enormous tax and wage increases over 
which you have had no control. 
“And I want to further impress upon you, 
and I say this with all the seriousness, with 
all the deep conviction of which I am capable, 


that today you are the shock troops in the bat- 
tle to maintain free enterprise in this great na- 
tion, that on your shoulders rests a great re- 
sponsibility in seeing that the services which 
you regulate meet their serious obligations, 
and that the creeping paralysis of Socialism, 
already seriously felt in many sections, be 
stopped in its effort to wreck the human initia- 
tive on which our great nation has been built.” 


—Georce H. Fracc, 
Retiring president, National 
Association of Ratlroad and 

Utilities Commissioners. 


= 


Resolution to Amend § 1 of the Natural Gas Act 


§ 1 of the Natural Gas Act, as amended, a 
copy of which bill is attached hereto, and 
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66 Desorven, That this association favors the 
enactment into law of the bill to amend 
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“Resolved Further, That the committee on 
legislation be authorized to arrange for the 
introduction of said bill and that said com- 
mittee and the legal representatives of the as- 
sociation be and they are hereby authorized to 
support the same or any similar bill that will 
accomplish the same objectives, on behalf of 
this association at any hearing upon such bill 
or bills before any committee, in either house 
of Congress. [Proposed amendatory text fol- 
lows. 

7 That the provisions of this act shall 
not apply to a person engaged in or legally au- 
thorized to engage in the local distribution of 
natural gas or to any facilities used or to be 
used by such person to transport, whether or 


e 


not in interstate commerce, natural gas re- 
ceived by such person within or at the border 
of a state to points of consumption within such 
state: 

“*ProvipED, However, that this subsection 
shall be operative only if none of such 
facilities is used or to be used for or in con- 
nection with the sale of natural gas in inter- 
state commerce for resale or for or in con- 
nection with the transportation of natural gas 
in interstate commerce for hire. To the extent 
that exemption from the provisions of this 
act is afforded by this subsection, the matters 
exempted are hereby declared to be matters 
primarily of local concern and subject to regu- 
lation by the several states.’” 


Resolution to Eliminate the “Preference Clause” 


COV /uezzas, Provisions contained in vari- 
ous Federal statutes under which 
government-owned electric generation plants 
have been constructed, give preference to pub- 
licly owned electric distribution systems for the 
sale and purchase of electric power produced 
at such government plants, which preferences 
unjustly discriminate against numerous citi- 
zens and electric users who are served by 
privately owned electric utilities companies 
under regulation by state commissions or the 
Federal Power Commission, and 

“Whereas, Such preferences have been and 
are being used to foster and expand public 
power projects to the detriment of the cus- 
tomers of regulated utilities, and 

“Whereas, The benefits of power produced 
at Federal projects should be made available 


e 


to all users of electricity on equal terms; 

“Now, Therefore, Be It Resolved, That the 
Congress of the United States is urged to adopt 
a Federal power policy which will make the 
power generated at Federal projects available 
to all citizens and electric users without dis- 
crimination and that the preference provisions 
contained in existing statutes relating to the 
disposition of electric power generated at Fed- 
eral projects be repealed; and 

“Be It Further Resolved, That the commit- 
tee on legislation and the legal representatives 
of the association be and they are hereby au- 
thorized to appear before any committee of 
either house of Congress and to give testimony 
on behalf of the association in support of any 
bill or bills that will accomplish the objectives 
of this resolution.” 


Resolution Forming Revisions in Telephone Toll Separation 


66y ,' 7 wEREAS, The procedures now used for 
separating telephone property and ex- 
penses as outlined in the Separations Manual, 
which were recommended by the executive 
committee of this association in May, 1947, 
have been under review by this association and 
the Federal Communications Commission, and 
“Whereas, It is essential that a single uni- 
form method of separations be used by the 
state and Federal jurisdictions, and 
“Whereas, Representatives of the Federal 
Communications Commission have proposed 
to this association revisions of the present 
separations methods, on an interim basis, which 
revisions were outlined and recommended to 
the convention by FCC Commissioner Paul 
A. Walker on the seventeenth day of October, 
1951, and 
“Whereas, These revisions will result in a 


separation of telephone property and expenses 
between state and interstate operations which 
will reduce the burden of intrastate services 
and will be accompanied by upward adjust- 
ments in some interstate rates, to the end that 
the existing disparity between intrastate and 
interstate toll rates will be reduced; 


“Now, Therefore, Be It Resolved, That this 
association accept on an interim basis the pro- 
posed revision of the present separations meth- 
ods and recommend their use by all state com- 
missions and the Federal Communications 
Commission, and 

“Be It Further Resolved, That the associa- 
tio. commends its special telephone committee, 
the Federal Communications Commission, and 
their staff committees for their action in bring- 
ing about these changes.” 


e 


On Taking Commission Orders into Federal Courts 


_ “... the Supreme Court of the United States, 
in a revolutionary decision in the case of Ala- 


745 


bama Public Service Commission v. Southern 
Railway Co. 95 L ed Adv. Op. 708, has an- 
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nounced a principle almost identical with the 
objective sought by 184. The Supreme 
Court held in that case that a Federal district 
court must not exercise its jurisdiction to re- 
strain the action taken by a state regulatory 
commission where the state in question has pro- 
vided a hearing and review procedure that 
subserves due process of law and affords an 
opportunity to review final state action by the 
Supreme Court of the United States. HR 184 
will write into statute law this salutary judicial 
ruling. ... The bill [HR 184] as introduced by 
Congressman Havenner reads as follows: 


“*To amend § 1342 of title 28, United 
States Code, with respect to action by state 
agencies affecting public utilities. 

“ ‘Be it enacted by the Senate and House 
of Representatives of the United States of 
America in Congress assembled, That § 1342 
of title 28, United States Code, is hereby 
amended to read as follows: 

“ *$ 1342, Action by State Agencies A ffect- 
ing Public Utilities. 

“*The district courts shall not enjoin, sus- 
pend, or restrain the operation of, or compli- 
ance with, any order, decision, or action 
made, rendered, or taken by a state admin- 
istrative agency, regulatory or rate-making 
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body, or any such agency or body of a politi- 
cal subdivision of a state, affecting a public 
utility where— 

“*(1) Jurisdiction is based solely on di- 
versity of citizenship or repugnance of the 
order, decision, or action to the Federal Con- 
stitution; and 

“*(2) The order, decision, or action does 
not interfere with interstate commerce; and 

“*(3) The order, decision, or action has 
been made, rendered, or taken after reason- 
able notice and hearing ; and 

“*(4) A plain, speedy, and efficient remedy 
may be had in the courts of such state.’ 


“HR 184 has been referred to the Judiciary 
Committee of the House of Representatives 
and is now before that committee. Here is an 
opportunity for the several state commissions 
to practice the principle of states’ rights, which 
they preach, and send in to the chairman of 
the House Judiciary Committee resolutions in 
support of this bill. If enacted into law, this 
proposed legislation will restore to the several 
states a jurisdiction taken from them many 
years ago.” 

—Report of Committee on 

Regulatory Procedure, Ever- 

ett C. McKeage of Califor- 
nia, chairman, 


On Telephone Rates 


“~ HoPE I give the Bell system due credit for 
the service it has rendered the people of 
this nation. It is probably the greatest service 
organization in the world, and its foresight, 
initiative, and planning have made our com- 
munications system what it is today, a vital 
and beneficial factor in the entire national life. 
So I regret that I differ with this great com- 
pany so definitely in some of its business prac- 
tices over which the law has given us some 
control. 

“The so-called license contract in the Pacific 
area dates back to 1880, when the actual instru- 
ments were rented, and the percentages were 
heavy. Some fifty years ago this rental and 
other services were placed on a percentage 
basis, 44 per cent, reduced to 4 per cent in 1926, 
2 per cent in 1927, and 14 per cent in 1929, 
where it stuck for twenty years, until the recent 
reduction to 1 per cent. The trend has been 


favorable, and it is only a short step from 1 
per cent to the complete demise of this un- 
sound and inexcusable method of ‘milking,’ 
“There would often be less resentment among 
informed people to proper rate increases if this 
and other fringe charges were eliminated. With 
no change in service to the affiliated company, 
no increase in costs to the parent company, 
every rate increase means an increase in this 
license contract charge. Every increase in reve- 
nue needed for taxes means an increase in the 
‘milking’ fee. This old 1 per cent takes its bite 
out of gross, no matter for what purpose the 
money may be raised, and without regard to 
any increase or decrease in the cost of services 
rendered, and I submit to you that it is time 
that it ended.” —Georce H, Fracc, 
Retiring president, National 
Association of Railroad and 
Utilities Commissioners. 


e 
On Telephone Return 


el Bs expansion of the telephone industry 
has required the telephone utilities to 
raise large amounts of new capital. As a result, 
in recent proceedings, there has been consider- 
able conflicting testimony on the cost of money 
and what constitutes a fair rate of return. 
A review of a number of recent decisions by 
different commissions would indicate a substan- 
tial spread in what has been found to con- 
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stitute a fair rate of return, and it still re- 
mains for the individual commission to m 
a finding as to the fair rate of return based 
upon the record and circumstances which exist 
in each individual case.” 
—Report of Committee on 
Rates of Public Utilities, 
Paul E. Weiland of Ohio, 
chairman. 


746 





WHAT THE STATE COMMISSIONERS ARE THINKING ABOUT 
On the Trend toward Higher Rates 


OVW == but few exceptions, due to peculiar 
circumstances, the trend of utility rates 
in the past year has been inevitably upward. 
Joining this procession in greater numbers than 
before are to be found the electric and gas 
utilities of the nation. Any business venture, 
if it is to survive, must conduct its operations 
in conformity with the rules of simple arith- 


metic. . b 
“With a series of increases in costs of 


e 


labor and materials required, not only for 

operation, but also for unprecedented expan- 

sion, with taxes an ever-increasing levy on op- 

erations, these increased burdens must be met 

through increased revenues per unit of service 
rendered.” 

—Report of Committee on 

Rates of Public Utilities, 

Paul E. Weiland of Ohio, 


chairman. 


On Utility Earnings under Inflation 


6¢7 WHERE has been some effort on the part 

of utilities to persuade commissions that 
economic dollars geared to some period in the 
past should be given consideration to the end 
that more of today’s dollars are needed to keep 
the utility financially healthy, but such an argu- 
ment can go no further than being an interest- 
ing theory. In practice we all have to use the 
legal dollars of the moment, and any departure 
from that realistic pattern would give inflation 
an impetus not equaled even by our jet fighters. 
The best measure of the financial needs of any 
utility is that amount necessary to maintain its 
credit and attract new capital at a fair com- 
petitive cost. One further point is that an 
economical financial structure should be the 


basis for the cost of money. A properly bal- 
anced financial structure will produce a lower 
composite cost of money than one that has too 
much equity capital, or, conversely, too much 
debt capital. It must be remembered that utili- 
ties are bidding in the same market for in- 
vestors’ money as are nonregulated and com- 
petitive industries, but because of their in- 
herent stability utilities can and do attract 
capital at comparatively premium rates. It is 
important that they maintain this favored posi- 
tion.” 


—Joun H. HeEssey, 
Chairman, Maryland Public 
Service Commission. 


e 


On Valuation 


OMI and more frequently in the last few 
years utilities have urged state and 
Federal commissions to give greater considera- 
tion to present-day prices in rate proceedings. 
Some utilities have brought forward evidence 
of cost of reproduction new. Others have urged 
that the accretion in value of existing prop- 
erty, because of present-day prices of labor 
and materials, must be recognized in passing 
upon the issue of securities or in rate adjust- 
ments. Still others have advocated the use of 
price index data available in Federal depart- 
ments as a means of reflecting present-day 
costs in valuation and depreciation determina- 
tions. ... 

“However, if it should be deemed neces- 
sary to attempt to relate utility earning power 
to that of free competitive industry, care 
should be taken that the private enterprises 
used for comparison are not those which enjoy 
some special competitive advantage, but rather 
those which must contend with complete and 
direct competition in the gladiatorial arena of 
free enterprise.” 


—Report of Committee on 
Valuation, Samuel Bryan 
of Wisconsin, chairman. 
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n° rigid yardstick is available which can 
be applied mechanically to valuation 
problems in an extended inflationary period 
such as is now being experienced. Commissions 
must as always give due consideration to all 
available factors in reaching conclusions as to 
valuations and rates of return thereon in rate 
cases, The most important consideration, how- 
ever, will always be the establishment of rates 
which are reasonable and fair to the public and 
which will make possible the rendition of ade- 
quate service to the public. This end result 
can be accomplished only by rates which en- 
able the utilities to secure, at reasonable cost, 
the capital needed for the plant expansion 
necessary to meet expanding service require- 
ments—in other words, which will keep the 
utilities financially healthy, Financial health 
implies stability over the years. It is submitted 
that in the long run the financial stability in- 
cident to the fundamental use of original cost 
less depreciation as a factor in rate cases, sub- 
ject to variation by proper consideration of 
other factors which more directly reflect pres- 
ent conditions, is highly important... ” 
—Report of Committee on 
Valuation, Samuel Bryan 
of Wisconsin, chairman. 
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The March of 
Events 


In General 


Five-year Contracts for 
Bonneville Approved 


to new policy of signing 5-year 
power contracts between Bonneville 
Power Administration and all major 
Pacific Northwest private utilities has 
been approved by the Department of In- 
terior. Secretary Oscar L. Chapman so 
advised Bonneville Administrator Paul 
J. Raver as new contracts went into effect 
with major power distributors. 

The former policy, with one excep- 
tion, has been on a one-year contract 
basis. Lone exception was the 5-year con- 
tract with Montana Power Company, 
signed March 18, 1950. 

Power under the new contracts, effec- 
tive as of September 30, 1951, will con- 
tinue to be supplied to the five compa- 
nies—Portland General Electric, Pacific 
Power & Light, Puget Sound Power & 
Light, Washington Water Power, and 
Mountain States Power—during the part 
of the year on an interruptible basis, de- 
pendent on water conditions until it can 
be firmed with new generation from Mc- 
Nary and other Federal dams under con- 
struction. 

Private utilities in the region will be 
given a firmer basis for planning future 
development, he explained, and public 
agencies and co-operatives will continue 
to be assured of full power requirements 
before power is supplied to private utili- 


ties. Contracts are for an initial term of 
five years with provision of successive ex- 
tensions of one year each, the first to be 
made prior to expiration of two years of 
the 5-year term. This would automatically 
extend the contract each year to four 
years in the future, permitting advance 
scheduling of power supplies. 


FPC Allows Rate Increase 


gb Federal Power Commission re- 
cently approved a $5,400,000-a-year 
increase in wholesale rates of El Paso 
Natural Gas Company, El Paso, Texas, 
on gas sales in Texas, New Mexico, Ari- 
zona, and California. The amount is $4,- 
300,000 a year less than was asked by the 
company. 

The commission said it advised all of 
the company’s customers of the proposed 
settlement, and received no objections 
from them or from intervenors and in- 
terested state commissions. 

The commission said it would start a 
hearing in Washington, D. C., on March 
4th on four applications involving pro- 
posed construction of pipelines to carry 
an additional 300,000,000 cubic feet of 
natural gas daily to markets in California. 
Two of the applications are by El Paso 
Natural Gas, They ask authority to build 
facilities costing $68,690,000 to move the 
additional gas to the Arizona-California 
border. 


B 
California 


Says Plants Must Get Materials 


HE state public utilities commission 
was recently reported to have ex- 
pressed anxiety over delays in providing 
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construction material for power plants, in 
an investigation into the state’s power 
supply. It warned that a dry year could 
result in a power deficiency in some areas 
by 1953 unless scheduled construction on 
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plants now under way can be continued. 

If electric power supplies in California 
fail to meet the demands for electric serv- 
ice in the next year and a half, the com- 
mission says, “it will be because of na- 
tional decisions presently being formu- 
lated.” It says “the defense production 
program is the most serious threat to ade- 
quate electric resources.” 

The investigation will be continued in 


Los Angeles on December 19th. The 
study already has shown “that demands 
for electricity are multiplying at a rapid 
rate,” but that “production of facilities to 
construct new generating sources be- 
comes more and more difficult as greater 
quantities of critical materials are forged 
into armaments and war materials.” De- 
lays on steel and copper are especially 
mentioned. 


Connecticut 


Commission Grants Gas 
Rate Raise 


yf Bridgeport Gas Light Company 
early this month received authority 
from the state public utilities commission 
to raise its rates to give increased annual 
income of $329,000, or a return of 4.3 
per cent on its rate base. 

The increase raises residential gas bills 
by 10 per cent, commercial and industrial 
bills by 8 per cent. Minimum charges in 
all rates will be increased from $1, includ- 


ing 200 cubic feet per month, to $1.25, 
including 300 cubic feet per month. 

The commission said the increase is 
needed because of the “dangerously low 
earnings of the company in recent years.” 
Without the increase the company would 
fail to meet its present dividend appro- 
priation by $141,000, the commission 
said. 

The company had deferred an increase 
in rates because of the expected arrival 
of natural gas and accompanying lower 
costs. 


Kentucky 


Court Upholds Commission 


IrcuIT Judge W. B. Ardery last 
month upheld an order permitting 
REA to start construction of a $30,000,- 
000 generating and transmission system 
in Kentucky. 

The decision sustained the state public 
service commission’s order of December 
14, 1950, allowing the East Kentucky 
Rural Electric Co-operative Corporation 
to spend $12,265,000 to start work on the 
plant near Ford in Clark county, Its ulti- 
mate cost has been estimated at $30,- 
000,000. 


The commission order was appealed to 
circuit court by the Kentucky Utilities 
Company which now sells electric power 
to the 18 co-ops in East Kentucky’s net- 
work, East Kentucky wants to furnish 
its own power and transmit over its own 
lines. 

The case was bitterly fought before the 
commission. Kentucky Utilities claimed 
the REA plan would duplicate its lines 
and facilities in violation of the law. Judge 
Ardery granted Kentucky Utilities an ap- 
peal to the court of appeals where the case 
will finally be determined. 


Oregon 


Foresees Municipal Ownership 
Of Transit System 


| oe ot city government will be 
compelled to take over the traction 
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company some time in the future if the 
company does not get a greater measure 
of public support, Commissioner William 
Bowes said recently. 

“We have to have mass transporta- 
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tion,” Bowes said, “but so many people 
bring their cars to work that the traction 
company is becoming a losing proposi- 
tion; further, shoppers are finding it 
harder and harder to park. 

“By depriving the traction company of 


their patronage, they will force the ci 
eventually to take it over. Then the tax- 
payers will have to keep the mass trans- 
portation system going by subsidy, while 
they enjoy the luxury of driving to work 
in their automobiles.” 


Pennsylvania 


General Rate Increase Granted 


HE state public utility commission 
last month granted a $4,500,000 rate 
increase to West Penn Power Company, 
effective on and after October 29th. The 
application for the first general rate in- 
crease in the company’s history was filed 
last February with the commission. The 
new rates represent an over-all price in- 
crease of slightly less than 10 per cent. 
When the request for a rate increase 
was filed, the company stated that cur- 
rent income was inadequate to meet pres- 
ent-day costs of service due to constantly 


mounting prices of labor and materials, 
and to pay a fair return on the tre- 
mendous investment in plant and equip- 
ment needed to supply the rapidly grow- 
ing demands for electricity by its cus- 
tomers. 

On April 24th the rate increase applied 
for by West Penn was suspended by the 
commission in order that it might have 
adequate time to study all the informa- 
tion in the case. The commission’s investi- 
gation included extended public hearings 
and exhaustive examinations of West 
Penn’s financial structure and its operat- 
ing policies and practices. 


Virginia 


Roanoke Rehearing Denied 
HE Interior Department lost another 
legal delaying action against private 

development of electric power at Roa- 
noke Rapids, North Carolina, on Novem- 
ber 5th at Baltimore. The United States 
Fourth Circuit Court of Appeals turned 
down a request for a new hearing on the 
right of the Virginia Electric & Power 
Company to build a $27,000,000 hydro- 
electric dam. 

The Secretary of Interior and the Vir- 
ginia Rural Electrification Association 
asked for another hearing after the court 
of appeals had upheld on October Ist 
Vepco’s license to go ahead with the 
development. 

The license was granted Vepco by the 
Federal Power Commission last January. 

The Interior Department opposed the 
license and argued that the FPC had no 
right to issue it. Department lawyers con- 
tended that Congress reserved the Roa- 
noke river basin for Federal development 
in the 1944 Flood Control Act. 
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The appeals court disagreed, stating 
“we do not think that the Flood Control 
Act of 1944 can reasonably be construed 
as taking over for the United States the 
construction of the Roanoke Rapids proj- 
ect.” The court found “no merit what- 
ever” in the Interior Department’s con- 
tention that FPC exceeded its authority 
in granting the license. 

The development will have a total in- 
stalled capacity of 91,000 kilowatts and 
the appeals court said “all of this is being 
lost as long as the project is not con- 
structed; and its construction, even 
though by private enterprise, adds just 
that much to the wealth of the country 
and the available electric energy so great- 
ly needed in this period of national emer- 
gency.” 

The court of appeals did not elaborate 
on this opinion in denying briefly the 
request for another hearing. 

The Interior Department still may 
fight the case in the Supreme Court of 
the United States. 
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Progress of Regulation 


Telephone Rates Based upon Original Cost 


HE New York Telephone Company 

was denied a rate increase by the 
New York commission on the ground 
that its present earnings were sufficient. 
Present rates were yielding a return of 
slightly more than 6 per cent. In so far 
as the company’s claim was based upon 
increases in expenses since the last rate 
increase, it was found that these were 
offset by increased revenues. The present 
return was also deemed sufficient to 
make possible the accumulation of an 
adequate surplus to take care of reason- 
ably anticipated contingencies. 

The commission refused to depart 
from its established practice of fixing 
rates on the basis of the original cost of 
the company’s property. It refused to 
accept the company’s claim that rates 
should be fixed upon estimates of the 
present cost to reproduce the company’s 
plant or estimates of its fair value. The 
commission conceded that a utility is en- 
titled to earn a sufficient sum to attract 
capital. However, it said, neither state 
statutes nor judicial interpretation of the 
Federal Constitution provide any pre- 
cise formula for reaching this result. 

Since the decision of the United States 
Supreme Court in Federal Power Com- 
mission v. Hope Nat. Gas Co. (1944) 
320 US 591, 51 PUR NS 193, the com- 
mission has used the original cost basis 
exclusively. Prior to that time it had 
received evidence of reproduction cost 
only because it thought that it was re- 
quired to do so. 

The commission believes that the use 
of estimates of reproduction cost in rate 
cases is expensive and time consuming. 
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Furthermore, these estimates would vary 
with each proceeding. On the other hand, 
original cost figures remain unchanged 
in all subsequent rate proceedings. It 
was concluded that New York statutes 
do not require rates to be fixed upon a 
reproduction cost basis. The dominant 
standard is that they be just and reason- 
able. 

The company feared that unless rates 
were fixed upon a reproduction cost 
basis, there would be a “flight of capital” 
from utilities to other investments seem- 
ing to offer a better hedge against infla- 
tion. The commission said that this fear 
did not provide an adequate justification 
for a return to the undesirable features 
of reproduction cost rate fixing. The 
need of utilities to attract capital during 
inflationary periods was, however, con- 
sidered by the commission. 

It was pointed out that Congress has 
adopted the cost of utility property 
rather than its replacement cost or “fair 
value” as the standard of determining 
the excess profits tax. The commission 
disallowed the company’s request to in- 
crease rates in anticipation of an increase 
in the Federal income tax. It said that 
regardless of the probability, it would be 
improper to fix rates upon conjecture 
when it is possible to await certainty. If 
the new taxes should deprive the com- 
pany of an adequate return, rate relief 
could be sought. Since all facts in the 
present proceeding were before the com- 
mission, it could act promptly upon the 
request when made. Re New York 
Teleph. Co. Case 15235, October 3, 
1951. 
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Improvements in Telephone Service Prescribed 


oo Kansas commission, after re- 
ceiving many complaints regarding 
the adequacy of telephone service fur- 
nished by a local company, ordered an 
improvement in the service and pre- 
scribed rules and regulations to guide the 
company. All of the evidence led to the 
inevitable conclusion that service was in- 
adequate and that discriminatory prac- 
tices existed. The telephone company of- 
fered no contradicting evidence. Further- 
more, it made no personal commitments 
that it would improve or restore any sem- 
blance of service that could be regarded 
as reasonably efficient. The commission 
said that public interest is paramount and 
that it could neither overlook nor gloss 
over its responsibilities to the public. 
The commission believed that it was 
charged with a public trust in its author- 
ity and jurisdiction over public utilities. 
In this case it refused to abdicate from 
its legal and moral responsibilities or to 
evade the trust imposed upon it by the 
legislature. At the same time the com- 
mission recognized that the prerogatives 
of management must be safeguarded. It 
said that it had no intent or desire to 
usurp the functions of management but 
that it could not close its eyes to the prac- 
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tices and conduct of the company in fail- 
ing to render adequate service. 

Up to this point the commission had 
made every effort to persuade the com- 
pany to fulfill its duty to the subscribers. 
It believed that its efforts had met with 
an indifferent attitude and flagrant dis- 
regard of the rights of the public. Conse- 
quently, the commission, in ordering im- 
proved service, set forth certain rules 
to be adhered to by the company. 

The company was ordered to make a 
complete routine test of all its central 
office equipment by qualified central of- 
fice men. It was required to provide 
weather stripping for all openings in its 
dial central office building and to provide 
a suitable air filter on the building to 
make it as dust proof as possible. Elimi- 
nation of bad trees was ordered. 

The company was required to provide 
requested service for any and all persons 
within its base rate areas. It was ordered 
to submit to the commission a compre- 
hensive program providing for telephone 
service for all applicants who were not 
within the base rate areas. Re Ervin 
(Greeley County Teleph. Co. et al.) 
Docket No. 41,917-U, September 21, 
1951. 


Meters to Be Located Outside of Consumer’s Building 


HE Missouri commission upset a 

water company’s rule relating to the 
location of meters and related facilities 
and placing the burden of cost of the in- 
stallation and maintenance of the meters 
on the customer. In doing so, however, 
the commission concluded that the rule 
properly provided that the meters should 
be outside of the customer’s building. In 
the absence of a compelling reason for 
location elsewhere, they should be lo- 
cated at the property line or the sidewalk 
line of the customer’s premises, accord- 
ing to the commission. 

At the outset the commission held that 
rules under which service is rendered 
must be of universal application, subject, 
of course, to classification of various 
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types of customers when reasonable and 
appropriate. The grouping of customers 
for service purposes might include all 
customers or it might include only a spe- 
cific type of customers possessing com- 
mon characteristics. 

That provision of the rule requiring 
the customer to furnish, install, and 
maintain the meter box, meter box lid, 
meter yoke, and related items, was held 
to be unfair and unreasonable. The com- 
mission believed that, as a general rule, 
a utility has the duty of measuring the 
commodity sold by it, as well as to pro- 
vide the instrumentality or device for so 
doing. It pointed out that the measuring 
or metering of a commodity sold is mere- 
ly an incident to distribution. The water 
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company apparently agreed with this 
thesis to the extent that it did own the 
meters. 

The meter and meter box, the meter 
box lid, and meter yoke afforded no di- 
rect advantage to the consumer. Their 
use was confined to the promoting of the 
company’s interest as well as the interest 
of its employees. Consequently, the com- 
mission concluded that the meter box, 
meter box lid, and meter yoke should be 
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owned, installed, and maintained by the 
company and that the customer should be 
responsible only for matters arising out 
of his own acts, either of omission or 
commission. Furthermore, the commis- 
sion held, the customer should not be 
responsible for the protection of the com- 
pany’s property from the elements or 
other causes over which he had no con- 
trol. Graham v. Capital City Water Co. 
Case No. 12,190, August 9, 1951. 


Nuisances Not within Commission Jurisdiction 


eer against a transit company’s 
application for commission ap- 
proval of a modification of routes be- 
cause such modification causes nuisances 
on certain streets is a matter to be de- 
cided in the courts and is not a proper 
ground for denying the application, ac- 
cording to the Pennsylvania commission. 
The commission’s sole concern is with 
the duty the company owes to the public, 
such as furnishing safe and adequate 
service at just and reasonable rates. The 
allegation that the use of a certain street 
interferes with the private enjoyment of 
house and property is clearly of a private 


nature between the complainants and the 
company. 

The company’s application to modify 
its route was made at the request of the 
municipal police in order to relieve se- 
vere traffic congestion. It was held that 
under the circumstances it was not for 
the commission to interfere with the de- 
termination of municipal authorities un- 
less it was clear that the change in routes 
unduly interfered with the service, ac- 
commodation, convenience, or safety of 
the public. Re Philadelphia Transp. Co. 
Application Docket No. 59145, F9, Am- 
E, September 4, 1951. 
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Abandonment of Service Dependent upon Request for Service 


MOTOR carrier operating under a gen- 
eral certificate did not transport 
petroleum products in bulk and had no 
equipment for such transportation. The 
carrier's transferee did not haul such 
products until a year after the transfer. 
Would such conduct constitute an aban- 
donment of the right to transport petro- 
leum products in bulk? 

According to the Colorado commis- 
sion, abandonment must be proved by 
evidence of the failure to furnish service 
when requested, coupled with an intent 
to abandon. In this instance, the com- 
mission pointed out, the certificate hold- 
ers were never requested to transport 
petroleum products although they re- 
tained the right to do so. If there had 
never been a request to transport such 
products, the fact that the carrier had 
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never made such a haul would not con- 
stitute an abandonment. 

To illustrate this problem the commis- 
sion said: “Under a general freight au- 
thority, the carrier that specializes in the 
transportation of groceries cannot be said 
to have abandoned his authority to trans- 
port grapenuts, if none of that commod- 
ity has been offered to him for transpor- 
tation.” 

The complainants also contended that 
transportation of petroleum products in 
special equipment was not permitted un- 
der the certificate. Citing Interstate Com- 
merce Commission decisions which were 
based on the case of United States v. 
Seatrain Lines (1947) 329 US 424, 67 
PUR NS 516, the commission held that, 
unless there were specific exceptions, a 
carrier operating under a general certifi- 
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cate could transport any products offered Nelson Tank Lines et al v. Run- 


to it. 
The fact that specialized equipment 
is needed has no bearing on the case. 


dell (Salida Transfer Co.) Case No. 
5027, Decision No. 37210, August 14, 
1951. 
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Substantial Business Not Requisite for Certificate Transfer 


tower providing that no certificate 
shall be transferred except in con- 
nection with the bona fide sale of the 
business of the transferor does not re- 
quire that such business shall be substan- 
tial, said the Massachusetts Department 
of Public Utilities. If certificates are out- 
standing and there is no determination 
that the carrier has abandoned them, the 
certificate holder may be presumed still 
to be in business. Testimony that his 
business is negligible is immaterial upon 
an application for a certificate transfer. 

A carrier protesting such a transfer 
should make a complaint that the carrier 
failed to render some of the service au- 
thorized by its certificate without cause 


for a period of at least sixty consecutive 
days. If such facts are found to be true, 
the department would declare the rights 
to be forfeited to the extent of the car- 
rier’s failure to render service. 

The fact that the transferee might of- 
fer more active competition to the pro- 
testing carriers than did the transferor 
seems to be immaterial, said the depart- 
ment. When the legislature authorized 
the transfer of certificates generally, it 
did not intend to make any distinction 
because of the possibility that a trans- 
feree may be a more active competitor 
than the transferor. Re A. B. and C. 
Motor Transp. Co. Inc. DPU 9089, Sep- 
tember 14, 1951. 
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Commission Cites Objections to Reproduction Cost Evaluation 


TELEPHONE company’s application 

for a rate increase was denied by 

the New Jersey Board of Public Utility 

Commissioners where the evidence which 

the board considered acceptable indi- 

cated that the company was earning a 

return of 6.23 per cent on its rate base. 

This return was described as “clearly not 
insufficient.” 

Evidence presented by the company in 
support of a reproduction cost evalua- 
tion of its plant was rejected by the com- 
mission for several reasons. The prin- 
cipal objections were that the plant, if 
reproduced, would not be composed of 
the same facilities as used in the study; 
that no provision was made for giving 
the customers the advantage of the more 
modern and more efficient equipment 
which would be installed even though 
they would be expected to pay a return 
on a valuation purporting to reflect the 
current cost of labor and materials; that 
the company, in separating its interstate 
and intrastate components for its repro- 


duction cost study, used factors set forth 
in the NARUC Separations Manual in 
connection with a book cost separation. 

The board, in adopting a net invest- 
ment rate base, observed that the evi- 
dence in the record in the instant pro- 
ceeding, as well as in the company’s 1947 
and 1949 proceedings, satisfied it that the 
books of the company reflect its actual 
investment in tangible plant and facili- 
ties. 

The company’s requested allowance 
for materials and supplies was reduced 
because of the fact that many items in 
this account were used both in new con- 
struction and in operation without any 
separation being made between the items 
held for each purpose. 

The working capital allowance re- 
quested by the company was reduced be- 
cause of its failure to reflect the actual 
length of time the tax accruals for Fed- 
eral income taxes were available to the 
company before the taxes were actually 
payable. The company conceded that 
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these accruals were used by it for every 
corporate purpose for which cash was re- 
quired. 

Contributions which the company 
made to various charities were not al- 
lowed as operating expenses although 
the commission complimented the com- 
pany for making them. 

The board allowed the company to 
charge, as an operating expense, one-half 
of that part of its pension costs common- 
ly referred to as the “freezing payment” ; 
that is, the interest costs associated with 
arresting the growth of the unfunded 
portion of the actuarial reserve require- 
ment. 

The board refused to permit the com- 
pany to separate its toll private line serv- 
ice on an actual use basis without setting 
forth the methods or formula used in 
ascertaining the actual use. The board 
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ruled that the company failed to carry the 
burden of proof as to the reasonableness 
of a change in separation procedure from 
the method set forth in the Separations 
Manual (in which toll private line serv- 
ice is not separated specially but is in- 
cluded with other message toll service) 
to its actual use basis. 

Finally, the board indicated that it 
had no alternative in making an allow- 
ance for Federal income taxes but to act 
on the basis of existing tax rates, not- 
withstanding suggestions that a higher 
rate would probably be assessed for 
retroactive application. The board said: 


There is at present no reliable in- 
dication as to the course of action Con- 
gress will finally take. 


Re New Jersey Bell Teleph. Co. Docket 
No. 5068, August 15, 1951. 


High Operating Ratio Shows Need for Increase 
In Motor Carrier Rates 


oa Florida commission authorized 
increased rates for motor carriers 
which for three years had shown an op- 
erating ratio varying between 87 and 99.6 
per cent. Such high operating ratios, the 
commission commented, are not con- 
ducive to the rendition of that type of 
service which the traveling public ex- 
pects. The commission disallowed several 
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fares proposed by the carriers, because 
they ignored the fact that carrier rates 
should be computed on the shortest avail- 
able mileage between point of origin and 
destination, and make the route traveled 
the basis for mileage instead of the short 
mileage. Re Common Carrier Bus Lines, 
Docket No. 3330-CCB, Order No. 2615, 
October 15, 1951. 


Other Important Rulings 


Ey New York commission held that 
an electric company that intends to 
operate under a new franchise and whose 
plant now serves the territory does not 
need authority to erect a plant where it 
plans construction of routine extensions. 
Re Niagara Mohawk Power Corp. Case 
15472, September 24, 1951. 


The New Jersey Department of Pub- 
lic Utilities, in authorizing increased 
water rates which would yield a return 
of 6 per cent, excluded from the com- 
pany’s rate base customer contributions 
for extensions, as well as unowned lands 


which were leased from others. Re 
Princeton Water Co. Docket No. 5587, 
September 5, 1951. 


The Illinois commission held that it is 
not necessary, on authorizing intrastate 
air transportation, even though termi- 
nals involved are in close proximity, to 
show that bus transportation is in- 
adequate or to give bus operators an 
opportunity to improve or give additional 
service, because the mode of travel is 
dissimilar, air speeds are greater, and 
fares higher, and to say that there is a 
public need for ground transportation 
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does not mean that there is not a public 
need for air transport. Re Ozark Air 
Lines, Inc. No. 38951, October 3, 1951. 


The Nebraska commission, in grant- 
ing authority to discontinue certain pas- 
senger trains, held that the fact that high- 
ways sometimes were in poor condition 
and impassable could not be considered 
because it should not be assumed or 
found, in the absence of evidence, that 
state officers would fail to perform their 
duty to keep state highways in a reason- 
ably safe condition. Re Chicago & N. W. 
ao Application No. 18558, August 3, 
1951. 


__ The Illinois commission, in disapprov- 
ing a proposed telephone rate increase 
and prescribing a smaller increase, held 


that a return of 7.3 per cent on an 
original cost rate base and 6.86 per cent 
on a reproduction cost rate base was ex- 
cessive. Re Southwestern Bell Teleph. 
Co. No. 39060, August 7, 1951. 


The Iowa commission, in passing upon 
a motor carrier’s application for author- 
ity to serve fourteen of the largest of the 
state’s industrial centers without offer- 
ing service to smaller communities lo- 
cated directly upon routes involved, 
stated that it is necessary to tie up the 
larger cities and more important centers 
with the rural districts in order that the 
former may help to support the service 
which the smaller communities and ulti- 
mate consumers require. Re Watson 
Bros. Transp. Co. Docket No. H-4152, 
August 22, 1951. 
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Appendix—Part II 


Important addresses on legal, economic, financial, 

and other problems, delivered before the Public 

Utility Law Section of the American Bar Association 
at New York city, September 17, 18, 1951. 





The Impact of Economic Trends on Public Utility 
Regulation 


By HERBERT B. DORAU, PxHD* 


HE economic changes of the past 

fifteen years have been substantial, 
diverse, and far-reaching. Collectively, 
these changes constitute a revolution in 
fact no less drastic than that of other 
nations where they were accompanied by 
physical violence and bloodletting. 

I mention the revolutionary changes 
in the character of our political-economic 
system because it could hardly be expect- 
ed that the institution of utility regula- 
tion would be exempt from the impact of 
the general pressures toward socializa- 
tion. As is all too evident, it has not been 
so exempt; in fact, a very presumptive 
case could be made for the proposition 
that the earliest symptoms of the sociali- 
zation of American enterprise appeared 
in the form of radical changes in the 
standards and practices of public utility 
regulation. 

The general political economic en- 
vironment of our times affords the best 
explanation of the present wide gap be- 
tween the economic principles and 
realities of which all individuals are per- 
sonally aware and the institutionalized 
policies and practices of utility regula- 
tion. 

Very few phenomena are explainable 
or understandable out of context and 
without reference to their surrounding 
environment. Public utility regulation is 
no exception. Moreover, we know that 
in individual behavior the apparent or 
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alleged reason or explanation is all too 
often not the actual reason or motivation. 
In institutionalized and collective be- 
havior, such is also commonly the case. 
A good illustration in point, if I may an- 
ticipate, is the continued assertion that 
real economic cost cannot be given effect 
in a rate base since it is hypothetical, ad- 
ministratively difficult to determine, time 
consuming, expensive, and subject to 
wide differences of opinion when in fact 
the real reason for the desire to disregard 
economic reality is the fact that an eco- 
nomic rate base would be higher than an 
amortized bookkeeping cost expressed in 
dollars substantially different in law and 
in fact from those dollars which must 
now be accepted as a return. 


Mone it can hardly be that any- 
one even remotely acquainted with 
economic evidence now available is not 
in fact personally aware and convinced 
that a satisfactory approach to an eco- 
nomically functional and realistic rate 
base can be achieved without the hazards 
of a hypothetical cost of reproduction ap- 
praisal, with less administrative difficulty 
than is now required, in a few days for 
any company with adequate property 
records and at an inconsequential cost. 
No problem of procedure or administra- 
tion in fact stands in the way of a desire 
to deal fairly and reconcile regulatory 
procedure with economic principle. Cer- 
tainly, a correction that is 80-90 per cent 
right better serves a desire for fairness 
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and economic results than no correction 
at all. The old gripes about cost of re- 
production are now a very thin veil of 
excuses through which most everyone 
sees the real reasons and motivations for 
continuance of uneconomic regulatory 
policy. The new freedom which the 
courts have granted administrative 
agencies certainly includes the privilege 
of the use of simple index numbers to 
achieve an 85 or 90 per cent approach to 
equitable treatment of the investor. 

The impact of the generally revolu- 
tionary economic changes of recent years 
on the public utility industries has been 
both substantial and special. Because of 
the already unique legal and economic 
position of these industries they have 
been more adversely exposed to the im- 
pact of the political-economic revolution 
than industry in general. In contrast, for 
example, with the agricultural industry 
whose economic position and real value 
have been so strikingly enhanced, the 
utility industries have experienced a de- 
terioration of the security of their posi- 
tion and a substantial decline in value. In 
contrast with nonagricultural enterprise 
which appears at least to have held its 
own, utility industry investors have been 
substantially liquidated and utility cus- 
tomers provided with service at a cost 
temporarily reduced by this liquidation 
subsidy. 


HE principal economic changes 

which have had an unfavorable im- 
pact on the utility industries and to 
which realistic regulation should adjust 
itself, were not, I believe, directly 
espoused as political policy aimed at the 
utility industries as such, Rather, the fact 
seems to be that the impact on the utility 
industries is a by-product of these gen- 
eral economic changes and that their 
peculiar or extreme impact on utility in- 
dustries is the result of the failure of 
regulation to face changed economic facts 
realistically, fairly, and courageously. 
The response of regulatory policy might 
or should have been to change its pro- 
cedure in such a way as to leave utility 
service and investment in a no more 
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prejudiced position than other industries. 
This would only have been in the spirit 
of the always repeated legal standard for 
fair return determination ; namely, to al- 
low a chance to earn what other enter- 
prise of similar risk could reasonably 
earn under the prevailing conditions. To 
say or imply that adjustment of regu- 
latory procedure to obtain a result simi- 
lar to that experienced by other invest- 
ments under the impact of revolutionary 
political economic changes is asking for 
preferential treatment or a bonus for util- 
ity reflects lack of elementary economic 
understanding, malice, or political ex- 
pediency. 

The more important of these general 
economic changes are: 


1. The inflation of the money supply 
by action of government which 
caused : 

(a) a decline in the volume of money, 
(b) a rise in the price level, and 
(c) a decline in interest rates. 

2. The rise in dollar wage levels due to 

(a) the decreased value of the wage 
dollar, and 

(b) improved bargaining power of 
labor. 

3. Substantial increases in taxes. 

4. A rising standard of living. 

5. An extraordinary level of industrial 
activity and a high level of dollar 
profits in industry generally. 

6. A very rapid expansion of industrial 
capacity and investment. 


I PLACE the inflation of the money sup- 
ply at the head of the list because to a 
greater or lesser degree it is the causal 
factor for each of the other changes and 
because its impact is the economic change 
to which regulatory policy and procedure 
have not in most jurisdictions as yet ad- 
justed themselves. 

The one consequence of the increased 
supply of money manufactured by gov- 
ernment to which regulation did adjust 
itself with alacrity was the lower basic 
factor in the price of money ; namely, the 
interest rate. The accompanying increase 
in the risk premium component, particu- 
larly in the return on equity or stock capi- 
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tal, has, in contrast, received scant con- 
sideration. In fact, if anything in general 
characterizes regulatory adjustment to 
the impact of this one most important 
economic change, the changed size of the 
dollar, it is the avidity with which effects 
operating toward a lower return are 
recognized and reflected and the aversion 
and reluctance to recognize the other re- 
sults of the same impact which operate in 
the opposite direction. 

The economic effects of an increased 
supply of money due to monetary infla- 


_tion are clearly twofold: to decrease the 


price of funds, and to decrease the value 
of money ; that is, its purchasing power ; 
in other words,! a fall in interest rates 
and? a rise in the price level. The re- 
sponse of regulation in general so far to 
this major economic change has been to 
seize upon the lower price of funds as a 
basis for lower rates of return but deny 
the compensating effect of a decline in 
the value of the dollar in the form of a 
rate base measured in such present dol- 
lars. 


a bey economic dereliction and delay 
in recognizing both of the conse- 
quences of monetary inflation may be ex- 
plained on several grounds. It happens 
that recognition of the lower price of 
money and a refusal to recognize the low- 
er value of current money return works 
out to produce the lowest possible cur- 
rent dollar return to utility investors. 
This obviously serves certain public atti- 
tudes and political necessities. I do not, 
however, believe that this regulatory 
“heads I win, tails you lose” policy is all 
emotion and expediency. There is in fact 
as yet a widespread public inability to 
understand the difference between value 
and price and until there is a more gen- 
eral understanding among citizens as a 
whole, bookkeepers in particular, lawyers, 
and the legislators and judges who seem 
to evolve from lawyers, regulatory agen- 
cies may possibly not be expected to seek 
political martyrdom by _ reflecting 
superior economic understanding. 

Price is value expressed in monetary 
terms. A rise in price is not necessarily 
a rise in value; it may only reflect a de- 
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cline in the value of the money used to 
state a price. A plot of ground purchased 
for 500 1939 dollars has not increased in 
value if it now only commands 1,000 
50-cent dollars as a price. That is no 
increase in value, only a change in price 
and not due to any change in the land 
but a change in the size of the unit of 
measurement, the dollar.* 


HE economic trends of recent times 

which have an impact on regulation 
of public utilities, or should have had 
such impact, are distinguishable as to 
both the substance and the manner or 
form of their impact. The manner or 
form of impact is as important as their 
character in substance. Thus, beyond all 
doubt the most disruptive and confusing 
economic impact is the change in the size 
of the unit of economic and regulatory 
measurement, the dollar, but it is not the 
mere fact of a change in the dollar as 
such that makes this the most important 
impact. Rather, it is the fact that 


1) the difference between the size of 
the invested dollar and the current 
return dollars is now so great, 

2) that this difference between the 
average invested dollar and current 
return dollar developed so rapidly 
and over a short period of time, 

3) that the decline in the size of the 

dollar is due to causes which op- 

erate largely in one direction only, 
and, therefore, not subject to cycli- 
cal correction, and 

that our changed political economic 

system will require continued and 

recurrent recourse to further 
monetary debasement,. 


4 


wn 


To put these same aspects, of the simple 
fact that the only similarity between the 
unit used to measure the investment and 
the return is the name dollar, in the nega- 
tive, I would say that this economic im- 
pact would not be worthy of our concern 
here were it, 


1) only a modest variation of 10 or 
15 per cent, 
2) cyclical and not an enduring trend 
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in one direction for a long period 
of time 

and had it developed slowly over a 
long period of time, 

and were it caused by circum- 
stances which were natural and 
subject to reversal within normal 
human investment periods. 


None of these limitations are true. 
Therefore, the impact of a very substan- 
tial change in the unit of measurement 
called a dollar, over a short period of 
time due to causes operating largely in 
one direction and promising to continue 
to operate on net balance in one direc- 
tion, on regulation is the one important 
economic change to which regulation 
must in the interest of both social 
economy and social justice adjust itself. 


HERE are many aspects of the regu- 

latory formula which require recon- 
sideration and readjustment to the 
changed economic facts. All can, how- 
ever, directly or indirectly, be traced to 
the radical change in the size of the dol- 
lar; to the wide difference in the actual 
size of the unit of measurement used in 
one part of the formula as compared to 
the size of the same unit used in another 
part of the formula. 

The impact of higher prices for all the 
operating expense categories, particular- 
ly labor, has been greatest in those utility 
industries having a more rapid turnover 
of capital and employing a relatively larg- 
er amount of labor and particularly 
when under high and abnormal plant 
utilization they have had to operate on 
such narrow margins of revenue over 
expense as to create the necessity of a 
rate increase appeal every time there is 
a general wage increase. 

Further, complications arise out of the 
fact that wage expense increases are 
promptly effective and in fact often retro- 
active while rate increases are often slow 
to become realized and effective, so rela- 
tively slow in fact that one rate applica- 
tion is not concluded before another is 
required. Losses or inadequate returns 
in the past cannot as a general rule be 
carried forward. Thus, delay in rate ad- 


justments in a long period of rapid eco- 
nomic change in one direction only, such 
as the price level rise of the last years, 
can make a travesty out of any regulatory 
formula. A utility quickly exposed to 
higher prices in cheaper dollars in a 
period of rapid change in prices, even if 
always allowed a pro forma fair rate of 
return, could in fact never earn the indi- 
cated rate of return or be able to earn it. 


ERE we obviously have an aspect of 
H regulatory policy which needs 
realistic adjustment to the economic facts 
of life as we face them in the new politi- 
cal economic system characterized by 
managed money and managed prices. 
Either commissions must distinguish be- 
tween a perfunctory spot return ratio and 
a fair rate of return, or accept projections 
of revenue and expenses for reasonable 
future periods or allow for retroactive 
recovery of inadequate returns during 
the period between rate increase applica- 
tions and the effective date of rate in- 
creases. The latter policy would elimi- 
nate any inducement to delay and impose 
on regulation much of the discipline of 
wage negotiations when wage findings 
are to be retroactive. While the possible 
invidious effects of retroactive cost allow- 
ances on initiative and enterprise are 
recognized and projections of revenue 
and expense are unavoidably hypotheti- 
cal, a failure to follow one of those 
alternatives makes it certain that a util- 
ity will not be able to earn the allowed or 
calculated return on a rate base as of the 
time of the application or hearing or a 
return ratio derived from capital costs 
as of such time. Thus, under the dynamic 
conditions of continued dollar debase- 
ment, a 9 per cent ratio of currently in- 
dicated return to rate base might be 
necessary to produce or make possible an 
achieved or achievable return of 6-7 per 
cent. Redefinition or a revised concep- 
tion of the meaning of fair return, in this 
respect among others, is obviously neces- 
sary. Fair rates are those which afford a 
reasonable prospect of actually produc- 
ing a fair rate of return over a reasonable 
future period. Returns subject to attri- 
tion from the moment of their legal al- 
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lowance, even though as of the moment 
bearing a fair rate of return ratio to rate 
base, are wholly perfunctory and there- 
fore cannot in fact be fair returns. 


NOTHER important consequence of 
A clearly indicated economic trends 
is closely related to the previous observa- 
tions as to the perfunctory character of 
rates of return allowed in the face of re- 
turn attrition. Periods of dollar debase- 
ment are for a while usually periods of 
high level economic activity. Much of 
this hectic inflation-induced activity 
which follows or anticipates monetary 
dilution is artificially stimulating and 
thus produces abnormal plant expansion 
in capacity and even more in dollar 
amount. The cost in smaller dollars may 
be several times the cost of existing 
plant in large past dollars. The conven- 
tionalized nominal dollar cost rate base 
rolls in the added investments at higher 
dollar cost with the past investment at 
lower dollar cost. Prospective added 
plant capacity will increase the rate base 
or dollar investments more than it in- 
creases capacity to serve or revenue at 
the rates fixed by reference to such a 
rolled-in rate base. The greater the added 
investment the higher the rates needed 
even on this kind of a rate base. 

It follows, therefore, that plant addi- 
tions subsequent to a rate determination 
must dilute the intended return ratio 
since the rates fixed did not envision a 
return on as much or as large a pro- 
portion of higher cost plant. When the 
effect of the dilution of the return is re- 
lated to the added investment only, it may 
well be found that the added investment 
earns little or no more than 2 or 3 per 
cent instead of the intended or indicated 
rate of return. Such inadequate returns 
on the new investment, if large in pro- 
portion to the old, provide the basis for 
the next rate case and soon. 


HE rather widespread disregard of 
these fairly simple economic rela- 
tions by administrative bodies makes for 
more regulatory work, but, of course, 
also more work for lawyers, not to men- 
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tion a wide range of consultants. More 
seriously, however, it has never been 
thought that frequent rate changes and 
continuous rate litigation were desirable. 
Rate cases are expensive. The total cost 
is by no means reflected in regulatory ex- 
pense as accounted. As an expense the 
customers bear the ultimate burden, but 
whoever may bear the expense, unneces- 
sary cost is a social waste. Companies 
are in some respect responsible since 
there is a great hesitancy and fearfulness 
about asking for enough rate increase at 
one time and a great indisposition to as- 
sume the responsibility for the projec- 
tions of capital expenditures, revenues, 
and expenses. 

Another managerial failing which I 
have noted is the disposition to delay fil- 
ing for increases until returns are sub- 
stantially inadequate for extended 
periods of time. In a free enterprise sys- 
tem characterized by natural fluctuations 
rather than strong single-direction move- 
ments such as characterize our evolving 
political-money economy, such a hesitant 
policy may be both noble and good busi- 
ness. Also when regulatory practice was 
aimed at reasonable rates for longer 
terms rather than precise minimum re- 
turn limitations for short periods there 
were higher and lower levels of earnings 
which were properly viewed as averaging 
out. Under the prevailing regulatory 
philosophy of never allowing a chance at 
momentarily more than an adequate rate 
of return there can be nothing to average 
up the inevitable Jess than adequate re- 
turn. A less than fair return is irretriev- 
able ; a capital loss in effect. 


Bp my ogee of the dollar—.e., inflat- 
ing the currency—watering of the 
money supply by making two dollars out 
of one—has two results: (1) to raise the 
price of goods, and (2) to lower the in- 
terest component in the current price of 
money. A consistent regulatory formula 
would, of course, reflect both impacts of 
such changes in the value; 1.e., the eco- 
nomic size of the dollar. Investors’ in- 
vestments tend to be restated by the mar- 
ket in that number of currently smaller 
dollars which is equal to so much of their 
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sacrifice in past larger dollars as would 
now be required to render the desired 
service. If the asset had actually declined 
in value or actually increased in value, 
the rise in price would be proportionately 
less or more as the case might be. The 
appropriately related rate of return 
would reflect the current price of capital. 
The return, the product of these two fac- 
tors, would obviously also then be re- 
flected in current dollars of the same size 
and significance as those employed in the 
rate base and the rate of return. This is 
what happens in nonutility industries. 
The regulatory formula, now widely 
but fortunately not yet everywhere ac- 
cepted or practiced in its most ruthless 
form, is relatively simple and clearly in- 
dicates the wholly noneconomiccharacter 
of the standards by which these im- 
portant prices are being determined. 


ta formula, as most of you prob- 
ably know, requires the use of the 
accounted-for past dollar cost of prop- 
erty when first devoted to public service, 
if now used and useful, less depreciation, 
as hypothetically calculated on an 
arithmetic straight-line basis. This eco- 
nomically functionless and meaningless 
quantity, plus some allowance for work- 
ing capital, is used as the rate base. One 
of the merits alleged for this bookkeeping 
synthetic is that it is real, it is actual, it 
doesn’t involve estimates, it is not hypo- 
thetical. Obviously, the real reason for 
the wide support for this noneconomic 
product as a rate base in these times is 
that, in the face of a legally and eco- 
nomically depreciated dollar, it pre- 
determines rates at a lower level than 
they would otherwise be found. 

When it comes to the other factor in 
the rate-making formula, however— 
namely, the rate of return—recourse 
under the formula in wide current vogue 
is taken to a measure which is however 
wholly hypothetical. Instead of a past 
actual cost measure, a hypothetical cur- 
rent cost measure is selected. Thus, we 
have the rate of return determined from 
evidence of the hypothetical current or 
replacement cost of capital and the rate 
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base determined by reference to actual 
dollar cost in past invested dollars of 
wholly different size. Apparently, a 
hypothetical rate of return is less poison- 
ous than a hypothetical rate base cost, 
even though both have an equal part in 
the product result, the return in dollars. 
Yet it is not to be overlooked that a hypo- 
thetical current cost rate of return is low- 
er than actual capital cost and that the 
technique of its derivation affords many 
opportunities to disregard past incurred 
costs of getting capital sometimes repre- 
senting large implicit investments on the 
part of the common stockholders yet not 
reflected on summary statements of ac- 
counts under ruling conventions of ac- 
counting. I have in mind such costs to 
common stock investors as the cost of 
calling a preferred stock issue at a 
premium. 


F the rate base used is “actual,” then 
the rate of return combined with it 

obviously is not “actual.” Such lack of 
consistency apparently has disturbed 
very few.* The product of the lowest pos- 
sible rate base multiplied by the lowest 
rate of return can hardly help but pro- 
duce the lowest end-result return in cur- 
rent 50-cent dollars. 

This kind of an accounting synthetic 
cannot produce a result which has eco- 
nomic meaning or is capable of perform- 
ing the economic function which prices 
are supposed to perform in a free econ- 
omy. To multiply a rate base consisting 
of that number of current 50-cent dol- 
lars which equal the number of 100- to 
170-cent dollars actually invested by a 
rate of return reflecting the price of cur- 
rent 50-cent dollars, is obviously in error 
by the tests that we were all taught in 
grade school; namely, that it is in error 
to multiply the length of an area in feet 
by its width in meters. The product of 
multiplying unequals is meaningless and 
to call the meters “feet” still doesn’t 
make the product meaningful, for the 
product in feet, derived in this fashion, 
will not in fact be the number of square 
feet of the area involved. 

Current regulatory practice which de- 
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nies recognition of the effect of dollar 
debasement on the rate base but grabs 
for the advantage of the effect of dollar 
debasement on the rate of return pro- 
duces an end result which is neither eco- 
nomic nor fair. The unfairness is ob- 
vious when the position of the utility in- 
vestment is compared with the invest- 
ment in other industries whose prices 
are determined by a consistent reflection 
of current dollar relationships. 


URING the period when the substitu- 

tion of a nominal dollar cost rate 
base for an economic rate base was be- 
ing promoted, the concession was freely 
made and proffered that any changes in 
the price level which would, via a cur- 
rent cost formula, be reflected in a rate 
base could be reflected instead in the 
rate of return and thus the investor as- 
sured of equitable treatment. In this 
way, one element in the regulatory for- 
mula could be frozen and all adjustments 
made in the rate of return. The implica- 
tion clearly was that the substitution of 
a fixed nominal dollar rate base for an 
economic rate base was not for the pur- 
pose of effecting a lower return in cur- 
rent dollars but only a change in method 
to serve the administrative ends of ease, 
expedition and economy of ascertain- 
ment. I will append to this statement for 
your records a collection of such opin- 
ions and recommendations.’ May I 
quote only one here, in illustration, from 
the Brief for the United States submitted 
in Driscoll v. Edison Light & Power 
Co. Amicus Curiae, No. 509, in the Su- 
preme Court of the United States, Oc- 
tober term, 1938: 


The result of the prudent invest- 
ment standard is that only one vari- 
able is employed in the rate-making 
process—the rate of return. This fac- 
tor gives assurance that the permissi- 
ble returns of public utilities will be 
comparable to earnings on investments 
in other business undertakings at- 
tended by corresponding risks and un- 
certainties. In times of prosperity the 
rate of return will be increased, and 
in times of depression decreased. By 
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adjusting the rate of return the income 
of the utility can be raised or lowered 
within permissible limits, thus accom- 
plishing all that has been claimed for 
the fair value rule. 


HIS and many other suggestions to 
the same end were, I believe, gen- 
erally made in good faith and in the con- 
viction that this would be a fair and 
workable procedure. In practice, how- 
ever, since the courts have acquiesced in 
the use of fixed nominal bookkeeping 
dollar rate bases, the conditions for such 
approval seem entirely to have been for- 
gotten. The logic and fairness are not 
denied, just disregarded in practice. 
One weakness in the proposal may be 
noted. During the years when actively 
proposed, the adjustment in the rate of 
return to effect such equitable economic 
results would have been generally mod- 
erate and would have been in the range 
of rates of return of 6-8 per cent and 
thus not beyond what the man in the 
street would accept as reasonable per se. 
Since 1939, however, the change in 
the size of the dollar has been so great 
that large adjustments in rate of return 
levels would be required, often from 
levels of 6 per cent to 9 per cent and in 
unusual instances adjustments to rates 
of return as high as 11 to 13 per cent. 
This is obviously politically hazardous, 
since it lends itself to public misconstruc- 
tion. His highness, the man on the street, 
would not understand. He would mis- 
construe or be led to do so by political 
opposition. Efforts at achieving fair re- 
sults by indirection always have this 
weakness. Thus outside the upper limits 
of an ostensibly fair rate of return, the 
technique is probably not politically ac- 
ceptable, even though quite capable of 
producing fair economic results. 


KNow I have bored many a lawyer 

with statistical economic facts. I hesi- 
tate to take the chance when I am so 
outnumbered, but possibly one or two 
comparisons may be endured. You may 
well have prompted this by your ques- 
tion—well, what in fact has been the ex- 
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perience of the public utility stock in- 
vestor under the dual impact of a con- 
ventionalized nominal dollar bookkeep- 
er’s rate base and dollar debasement 
since 1939? 

The well-known Standard & Poor’s 
index of 365 industrial stocks, adjusted 
to a base of 100 for the period 1935-39, 
rose from an average of 97.6 for 1939 to 
198.3 as of this August. Thus, on the 
basis of a 50-cent dollar, the average 
industrial stock investor would have 
been kept whole since the price of his 
holding has more than doubled, and that 
in spite of high industrial corporate 
taxes and the capitalization of current 
industrial earnings at unusually high 
earnings-price ratios. On the basis of a 
59-cent legal dollar, the industrial stock 
investor has not only been kept whole 
but has substantially improved his posi- 
tion, 

What has happened to the utility stock 
investor of 1939? Standard & Poor’s 
index of operating utilities, with 1935- 
39 averages again as 100, stood at 105 
for the year 1939 and 115 as of August 
of this year, 1951. Obviously, the utility 
common stock investor has not had his 
investment restated in 50-cent dollars. 
He has, instead of being “kept whole” 
as was the representative across-the- 
board industrial stock investor, actually 
been liquidated to the extent of more 
than 40 per cent by the dual impact of a 
conventionalized bookkeeper’s rate base 
and monetary dilution. He was in Au- 
gust, 1951, only 58 per cent as well off 
as the industrial investor and 54 per cent 
as well off, in fact, as he was in 1939, 
the beginning of the most rapid evapora- 
tion of the dollar. He has lost 46 cents 
out of the average 1939 one-dollar in- 
vestment. 


ER impact of this combination of 
politically generated circumstances 
on utility investments is obviously 
unique and in a direction which is wholly 
discriminatory and unfair. Thus, while 
the investor in debt obligations of a util- 
ity enterprise suffers no more or no less 
dilution than the investor in debt obliga- 
tions of other industries, yet the risk 


capital, which is indispensable to pro- 
vide a protected position for the debt 
capital, is uniquely and substantially re- 
duced in its ability to obtain a real in- 
come comparable to that previously ob- 
tained or obtained by others from in- 
vestments in nonutility industries. 

The utility stock investor is, under the 
formula now in regulatory vogue, ex- 
posed to the same hazard as a bondholder 
in respect to the real value of his invest- 
ment, but without the compensating 
protection which a bondholder has. In 
any case, a bond is purchased on terms 
which reflect this hazard—stocks are 
not, and in so far as utility stocks are 
exposed to nonstock hazards, we prob- 
ably have found the reason for the great 
decline in popularity of utility common 
stocks. 

There is an obvious abundance of debt 
capital as a by-product of the watering 
of the nation’s money supply and the 
consequent debasement of the dollar. 
With many dollars growing where one 
grew before, debt capital has become 
cheap. This class of capital is, however, 
increasingly obtained only from institu- 
tional investors, who have been reduced 
substantially to the status of incorpo- 
rated bookkeepers who receive legal 
tender dollars and pay out legal tender 
dollars and assume no liability for main- 
taining the actual value of the assets en- 
trusted to them. 


HOSE investors who wish to believe 

that the confiscation of equity in- 
vestments in utilities is over and that 
they can now, with impunity, invest 50- 
cent dollars for a currently desired return 
measured in 50-cent dollars, will only 
fail to suffer the same liquidation in the 
future if, in fact, debasement of the dollar 
should stop as a matter of general pub- 
lic policy, or an economic rate base be 
substituted for the conventionalized 
nominal dollar bookkeeping rate base. 
But debasement of the dollar is not likely 
to stop. Public psychology is much more 
in favor of cheap money policies for the 
future and the political machinery by 
which money is manufactured is now 
highly perfected. Thus, he who believes 
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that debasement of the dollar is a thing 
of the past probably merits, in a sense, 
everything that is going to happen to him 
in the future. Having been warned, we 
may now be permitted to cease talking 
about him as the innocent investor and 
refer hereafter to the ignorant investor. 

If the 50 per cent debasement, as re- 
flected in a 50-cent dollar since 1939, is 
not enough of an inequity to move regu- 
latory authority to recognize the unfair- 
ness of the impact of inflation under the 
conventionalized nominal dollar cost 
formula, would a decline to a 20-cent 
dollar be sufficient to get consideration? 
The 1897 dollar is today down to 25 
cents. Must the dollar go to ten cents 
before the unfairness and uneconomic 
absurdity of the device is recognized? 
Will it even then be recognized, is what 
informed investors may frankly question 
now as they prefer to put their savings 
into forms which will at least have a 
chance of commanding a price in terms 
of the larger number of smaller dollars, 
even though it may never actually ap- 
preciate a penny in value. 


EGALLY, the dollar was changed on 
January 1, 1934, from 23.22 grains 
of fine gold to 13.714+ grains of fine gold, 
or, translated into the number of dollars 
per ounce of gold, from $20.67 to $35— 
a reduction of 41 per cent in the legal 
size of the dollar, thus a 59-cent dollar. 
I implied earlier that the changed legal 
and decreased economic size of the dol- 
lar was here to stay. There are several 
obvious reasons why it seems to me the 
dollar will remain small and, in the long 
run, will become smaller, even though 
in the meantime it may weil fluctuate 
with changing short-term business psy- 
chology and uncertain public policy. 
The opposite is, of course, most un- 
likely. A substantial increase in the size 
of the dollar—that is, a decline in the 
general level of prices, over any short 
or even moderately long period of time 
—would result in economic disaster be- 
yond description and so dwarf any pre- 
vious depression experience as to mean 
the substantial end of a free society. The 
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level of the national debt, the level of na- 
tional income in nominal dollars to which 
our economic machine has become ad- 
justed, the level of private debt, the high 
wage level in nominal dollars all indicate 
the impracticality and the great danger 
of looking to any return to the old 100- 
cent dollar of 1938, and I assume no one 
is even thinking about a return to the 
older 130-, 150-, or 170-cent dollar in 
terms of which a large part of our public 
utility investment was made. There is, 
however, happily no necessity or need to 
change back or seek a reversal, The 
damage is done and double damage need 
not be sought by such policy of deflation, 

The President’s advisers appear to 
recognize this fact-of-economic-life clear- 
ly and forthrightly when they report, as 
they have, that the present level of prices 
(which is nothing more than the value of 
the dollar) has now become a permanent 
part of the web and woof of our 
economic existence. That makes it al- 
most unanimous. 


HAT the dollar will suffer further 

attrition, however, appears to me 
as clearly indicated as the fact that it has 
decreased in size and will not, even in 
the short-term cyclical movement, re- 
cover any substantial part of its past loss. 
I base this opinion upon the composite 
implication of public policy as reflected 
by political programs in effect and urged 
to be made effective, all in the direction 
of continuous and progressive socializa- 
tion of accumulated wealth and the liqui- 
dation of long-term savings. The diffi- 
culty of ever reversing the process is be- 
coming apparent. Add to the now well- 
established public policy of maintaining 
and increasing the national income in 
terms of nominal dollars, the fact of the 
almost complete integration of our mone- 
tary system under Federal government 
affording a degree of control over mone- 
tary relationships which enables and 
will enable the Federal government to 
do whatever it chooses to do about the 
price and value of money, and you have 
the essential requisites for a continued 
shrinking of the dollar. 
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On top of these two essentials, there 
is a third factor of increasing significance 
—the existence of large-scale labor or- 
ganizations, whose revenues and loyal- 
ties depend upon continued success in 
obtaining a higher and higher dollar in- 
come for their members. The liquida- 
tion of the wage level in current dollars 
is a program no one will attempt. 

To these monetary manipulations, 
investments in nonutility industries can 
adjust themselves and do adjust them- 
selves in large part, so as to avoid at 
least the full impact, but utility invest- 
ments, as we have seen, cannot so pro- 
tect themselves and have not done so. In 
the now political economic environment 
of managed money, controlled interest 
rates, and controlled prices, the cur- 
rently conventionalized bookkeeping rate 
base is ethically out of order and eco- 
nomically out of joint. 


Bens the combined impact of con- 
ventionalized nominal-dollar-cost 
rate making and monetary debasement, 
rate regulation, as an end result, is little 
more than an arbitrary and highly dis- 
criminatory by-product of monetary 
manipulation. The end result is, more- 
over, a one-way street. If the changes 
were, in fact, cyclical and if commissions 
were, in fact, to follow the same policies 
in both phases of the cycle and were, in 
fact, in position to make their decisions 
stick on the high side the way the courts 
have left them free to make them stick on 
the low side, some confidence might be 
expressed in the outworking of this ar- 
rangement for the future. But this 
change in the size of the dollar is not 
cyclical, can’t be allowed to be cyclical, 
and will, in fact, continue to decline in 
response to now well-established social 
pressures and political means. 

We witnessed the impact of a short- 
term change in the direction of a more 
valuable dollar during the early 1930's. 
Then it was quickly urged that rates 
should be reduced, that utility investors 
must share in the depression, that the 
real cost of utility service in the higher- 
priced dollar was unfair and unreason- 
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able—and it may in some circumstances 
well have been so.* But an industry to 
which a one-way formula is applied un- 
der one set of circumstances and then 
reversed when the circumstances reverse 
themselves doesn’t have a chance. Util- 
ity investors are told that they may not 
share in the bulge of prosperity during 
good times enjoyed by others. On the 
other hand, when times become less 
prosperous or depression in fact devel- 
ops, they are told they must share in the 
depression of others. Where there are no 
bulges, there will be nothing with which 
to fill in the valleys. No utility will ever 
succeed in earning the intended fair rate 
of return if it is asked to take less when 
others take less but is refused the privi- 
lege of taking somewhat more when 
others are getting a great deal more. 


Oz reason why the absurdity and in- 
equity of the use of a nominal dol- 
lar as a unit of measurement in place of 
a real dollar have not quickly become 
apparent to more people is this mistaken 
belief that this change in the size of the 
dollar is only a fluctuation, that it is im- 
practical if not impossible and unneces- 
sary to adjust to “mere fluctuations.” 
Now it is perfectly true that the dollar 
does fluctuate in the short run. It will 
probably continue to fluctuate in the 
short run. It will fluctuate up and down 
even as it continues to go down. 

Even a slight acquaintance with eco- 
nomic history provides the basis for un- 
derstanding that for a long term of years 
the dollar has, however, been decreasing 
in value even while over shorter periods 
it has been fluctuating. The dollar has 
been suffering, and in my opinion will 
continue to suffer, chronic attrition even 
while it experiences an occasional re- 
surgence of its old self in part. Economic 
phenomena never move up or down ina 
straight line. Only the bookkeeper’s 
mirage of depreciation does that. 

I have heard it offered, as an excuse in 
behalf of regulatory agencies for refus- 
ing to recognize the changed size of the 
dollar, that this was a responsibility of 
Congress and not the responsibility of 
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the commission. The statement is ob- 
viously true and is as obviously beside 
the point. In all matters where Congress 
is law, we adjust our economic behavior 
to those dictates. It is the refusal on the 
part of regulation to make these adjust- 
ments which causes the difficulty. I am, 
moreover, certain that if the Bureau of 
Standards had, under the direction of 
Congress, redefined the kilowatt hour to 
59 per cent of its previous size, the same 
commissions would have promptly read- 
justed the price of the 59 per cent kilo- 
watt hour in every rate schedule under 
' their jurisdiction, even though it then 
also could be said that the size of the 
kilowatt hour was a matter of congres- 
sional responsibility and not a responsi- 
bility of the administrative agency. 


OTHING that I have said is appro- 
priately understood as expressing 

any great concern with mere fluctuations 
in the size of the dollar over short pe- 
riods of time. These would create no 
regulatory problem and no great issue 
of either social ethics or social economy. 
Indexes of prices of public utility serv- 
ices to consumers indicate only modest 
or very small increases in a period of 
the greatest and most widespread in- 
crease in the general price level. Recog- 
nizing that the price level rise is but the 
obverse of the decline in the economic 
size of the dollar, we note that customers 
of utility services have, in general, since 
1939 experienced substantial reductions 
in cost to them of the service rendered. 
Such rate increases in nominal dollars as 
have been allowed have failed by a wide 
margin to equal the change in the size 
of the dollar. As of June, the retail price 
of gas, as reported by the U. S. Depart- 
ment of Labor, was at an index of 102.6 
as against an average of 100 for the 1935- 
39 period. The real cost of gas in 1951 
dollars had declined nearly 50 per cent 
since 1939, The same index for electric- 
ity stood at 91.1, thus a real cost decline 
for the consumer of more than 50 per 
cent. In contrast, competitive fuel prices 
reflected substantially a 50-cent dollar 
adjustment, with an index for coal at 
205, for coke at 214, and fuel oil at 199; 
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no such comprehensive index exists for 
telephone services, but in that utility, in 
spite of nominal dollar rate increases, 
almost all markets are served at a real 
cost substantially below the cost to the 
consumer in 1939—thus reflecting, in 
fact, rate reductions of 35 per cent and 
more. 


to is, incidentally, nothing 
unique or unusual any more about 
looking at real dollar facts in the matter 
of such economic changes. Regulatory 
agencies need not feel like pioneers in 
adjusting for changes in the length of 
the yardstick. Utility regulation is just 
way behind the parade of even other 
governmental agencies in this respect.” 

It has now come to be widely real- 
ized that the dollar is only a name for a 
nominal unit of measurement. In almost 
every other aspect of human economic 
behavior, whether reflected in individual 
calculations and transactions or in the 
area of the political economy, the nomi- 
nality of the dollar is admitted and has 
become recognized. 

In the area of administrative wage de- 
termination, it is firmly asserted, en- 
trenched, and continuously recognized in 
practice. The Department of Commerce 
publishes indices showing the changed 
size of the dollar. The Bureau of Labor 
Statistics reports average weekly wages 
of employees in manufacturing indus- 
tries in current dollars and then in 1939 
dollars, so that it may be obvious that 
real wages, real income, of these classes 
have not increased in proportion to the 
change in the number of units which are 
dollars in name only. Volume of sales, 
national income, construction totals, in- 
ventory rises and falls are all subjected 
to intelligent economic appraisal as to 
their real meaning by equating the totals 
of dollars in name only by recognition of 
the changed size of the dollar employed 
at various times. 


ossiBLy I can elicit some sympathy 
for the dilemma in which the econo- 
mist, statistician, informed accountant, 
and responsible businessman find them- 
selves by virtue of having to use a stand- 
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ard of measurement which shrinks even 
while they’re using it, by asking how the 
engineer would deal with the problem of 
a fluctuating, or even worse, a long-term 
shrinking Btu. What would he do with 
the kilowatt hour found in 1950 to be 
only half as large as the kilowatt hour of 
1938-39? What would he do in measur- 
ing weight if he found the pound to be 
the actual equivalent of only eight 1939 
ounces? Or would he still persist that it 
is but 958 miles from Chicago to New 
York after the mile had been legally re- 
defined at 59 per cent of the previous 
5,280 feet, or 3,155.2 feet ? 

Not being inured to such mummery, 
every engineer would undoubtedly re- 
fuse, out of sheer self-respect, to engage 
in calculations without equating for the 
changed actual and legal size of the units 
of measurement. Those who have to 
deal with the dollar as a unit of measure- 
ment appear to be less burdened with 
professional self-respect. The position 


of the economist and analyst of economic 
phenomena of every sort is obviously 
difficult. It ought to be embarrassing. It 


is indeed a burlesque to think in terms 
of grown men going about pretending to 
make refined and accurate measurements 
even into the second decimal point with 
rubber yardsticks. Something has ap- 
parently sapped our sense of humor so 
that we don’t see the absurdity of mak- 
ing economic comparisons in terms of a 
unit of measurement which itself changes 
more than the changes in the facts to be 
measured and observed. 


NE of the most serious impacts of 

monetary dilution in combination 
with a conventionalized nominal dollar 
rate base is thus the hazard of serious 
economic underpricing of the service. In 
the long run, this does no one any good— 
neither customers, utilities, nor commis- 
sions. Underpricing is the fixing of a 
price for utility services which is so much 
below near-term equilibrium price as to 
induce uneconomic expansion of usage, 
customers, and plant, and divert business 
from competitive substitutes to an extent 
which would not take place if utility 
prices covered the full current marginal 
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cost to serve. We noted that the prices 
of coal and oil, freely and competitively 
determined, have remained at their 1935- 
39 costs; namely, two 50-cent dollars 
where one 100-cent dollar was the price 
before. One of two things will happen— 
the price of coal comes down or the price 
of gas and electricity goes up. If coal and 
oil come down, marginal gas and elec- 
tric uses will shift back; if gas and elec- 
tricity go up in price, as they must in 
time, the same transfer of customers or 
uses takes place. At the 1939 price and 
cost of telephone service, a certain desire 
to buy was expressed; at 1950 reduced 
real costs, a substantially greater desire 
to buy is expressed. 

This artificial stimulation of the de- 
mand for public utility services by sub- 
stantially underpricing them in a period 
of high business activity and high na- 
tional income in dollars is creating a mal- 
adjustment for which the future con- 
sumer, as well as the current investor, 
will have to pay the piper. Economists 
understand that the mere increased will- 
ingness to buy more at lower prices is 
not evidence of an increased demand and 
therefore does not justify proportionate 
plant expansion. The demand has only 
increased when there is a willingness to 
buy more at the old cost or to pay more 
for the quantities previously taken. As 
a practical matter, may I only refer in 
passing to the long period of extended 
waiting lists in the telephone industry 
and the continued long waiting lists for 
underpriced house-heating gas, to say 
nothing about the wasteful expansion in 
the use of underpriced electricity. 


TS hazard of the current investment 
arising out of necessary response to 
such false evidences of demand should 
be obvious. No other business would 
willingly expand to this extent under 
such circumstances in order to respond 
to an apparent demand which is, in fact, 
nothing but an unstable and unreliable 
rush for the bargain-counter goods. A 
public utility has to expand under such 
unfavorable circumstances and assume 
the added risk. Regulation can, under the 
conventionalized bookkeeping formula, 
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force utilities to offer services at prices 
which constitute an artificial stimulation 
and inducement to purchase, but which 
are uneconomic in that they do not pay 
the current incremental cost of such serv- 
ice, and at prices which cannot and will 
not be sustained since the inevitable 
necessity of replacing property at these 
current costs in time reprices the prop- 
erty at current rates in spite of all regu- 
lation. 

The consumer, who has in recent times 
been induced to spend in order to expand 
his use of underpriced utility services and 


' who is becoming accustomed to bargain- 


counter pricing of utility services, will, 
I believe, justly feel grieved and abused 
when prices for utility services are in- 
creased (as they must eventually) to re- 
flect the current actual cost of providing 
such service. 

It is thus only a matter of time before 
the prices of utility services must reflect 
current costs anyhow. It is the regula- 
tory delay in facing the inevitable which 
causes the distortions and is unfair to the 
investor. Even under the nominal book- 
keeping dollar formula, rates will, bar- 
ring perennial further debasement of the 
dollar, eventually reflect current costs. 
Any failure of rates ultimately so to rise 
clearly spells bankruptcy or at least 
further liquidation of the equity invest- 
ment. Time is, however, of the essence. 
It is well known to be “of the essence” in 
all investor valuation. By the time book- 
keeping costs and current costs become 
reconciled, equity investors will have lost 
60 to 70 per cent of their real income, and 
thus the real value of their investment 
and the price structure and the consump- 
tion pattern of the industries involved 
will have become so distorted and so out 
of line with reality as to make the future 
job of imposing rates reflecting the then 
current costs a more difficult and politi- 
cally more hazardous task. 


fp there is not more concern in 
regulatory quarters with the 
character of this abyss which overlong 
adherence to the synthetic bookkeeping 
rate base is digging, must be due to the 
consoling belief that it will be some other 


APPENDIX 


769 





commission which will have to face the 
payoff. This honeymoon of political ex- 
pediency during which uneconomically 
low rates delude the consumers into 
thinking they are the real and reliably 
permanent thing, is a short prelude in- 
deed to a period of sharp disillusionment. 

You may well wonder and ask how the 
regulatory process, established to per- 
form an economic function, has wandered 
so far from its moorings. The step-by- 
step process is well documented and, by 
students of regulation, well understood. 
To relate it here is beyond our limits of 
time and probably your sitting endur- 
ance. 

It is sufficient for our purposes here 
to note that the process has become sub- 
stantially conventionalized, reflecting in 
large part the economically meaningless 
rigidities of the also highly conventional- 
ized bookkeeping procedures. In fact, 
broadly viewed, the rate-making process 
has become a prisoner of the limited art 
of bookkeeping and suffers from all the 
rigidities, limitations, and errors of that 
limited art. It may be enlightening, even 
if not consoling, to observe that this con- 
ventionalization of the processes of eco- 
nomic calculation is but part of a wide- 
spread politico-economic development in 
this country under which more and more 
of the natural and meaningful economic 
action and reaction is being strait jacket- 
ed and reduced to the product of con- 
ventionalized proceduralism. 


A part of this evolving economic dic- 
tatorship, the regulation of public 
utilities is no longer wholly unique. It 
is only “more so” and much further 
along in the evolution which is already 
lapping vigorously on the shores of the 
steel industry, the housing industry, the 
oil industry, and the business of banking 
and insurance. Any important industry, 
becoming aware of the fact that it is on 
its way and being at all inquisitive as to 
where it’s going, can obtain an excellent 
preview of its future state by observing 
the standards and techniques imposed on 
the utility industries and the con- 
sequences of imposing a bookkeeping 
strait jacket on ever-changing dynamic 
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economic relationships. Once in a great 
while nowadays there arises a voice in 
the wilderness, such as that of the Michi- 
gan commission in the Consumers Case, 
which says in effect, “This just doesn’t 
make sense,” or, as the aforementioned 
commission in fact observed, it is “in- 
credible that value . . . is not more than 
original cost.”” Obviously, it is most diffi- 
cult and requires a rare type of political 
fortitude for any agency, in the face of 
this widespread retreat from economy 
and cynical rejection of economic meas- 
ures, to hold out for common sense, fair- 
ness, and the long-term best interest of 
our economic society as well. Should the 
tide ever turn, the few hold outs in favor 
of economy and fairness, or those brave 
enough to lead a change long overdue, 
will certainly be candidates for saint- 
hoods in fairness and doctorates in social 
economy. 


| ce the foregoing, it may have be- 
come apparent, or at least more ap- 
parent, that the principal cause of the 


miscarrage of fair regulation of public 
utilities in the United States in these 
times has been the manufacture of an in- 
creased supply of money by the Federal 
government and its effects upon the two 
traditional factors in the regulatory 
formula, and the failure on the part of 
the regulatory agencies to reflect the 
effect of watered money in the rate base 
as it is indeed automatically reflected in 
the principal rate of return evidences. 

I have avoided discussing the further 
implications of this major economic 
change on depreciation as rate base evi- 
dence. I recognize the great significance 
of the fact that depreciation allowances 
in nominal dollars, in the face of replace- 
ment costs in current dollars as high as 
two and more times the nominal dollar 
cost, constitute a failure to protect the in- 
tegrity of the industrial corpus or capaci- 
ty to serve and the economic integrity of 
the investment. Thorough exploration 
and suggestions for economic treatment 
would open another large and compli- 
cated subject. May it be sufficient for 
the while to note that this economic in- 
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validity of the conventionalized regula- 
tory formula — namely, depreciation 
provision on a past dollar cost basis—is 
one that any well-intentioned commission 
can cure within the accounting frame- 
work and without the political hazards of 
breaking with conventions by allowing 
the excess of replacement cost over book 
cost as a direct charge to operating ex- 
pense either as a special reserve accrual 
or a charge upon retirement. 


T appears that regulatory adjustments 
to the facts of economic life are over- 
due in the form of a modification of the 
rate base standard, and for this there are, 
in fact, alternative techniques which meet 
all the objections to cost of reproduction 
appraisals and yet afford means of pro- 
ducing fair treatment and economical re- 
sults. 

The first suggestion is that regulation 
depart from its worship of the false god, 
the bookkeeping dollar, and return to a 
reasonable interpretation of the basic 
constitutional principle that every inves- 
tor is entitled to a chance of a fair return 
on the fair value of what he devotes to 
serving others. The technical and pro- 
cedural limitations of so-called fair value 
rate bases have been labored and exag- 
gerated. While there were many pro- 
cedural difficulties, and professionals in 
all lines had a great many things to learn, 
the fact is that the procedural aspects of 
determining fair value have been grossly 
misrepresented and totally overstated. 
There are regulatory areas in the United 
States, such as Ohio and others, where 
demonstrations are currently being made 
that the principle of fair value can be 
recognized without experiencing the 
technical and procedural handicaps urged 
as invalidating the use of fair value for 
rate base purposes. 

If the acceptance of fair value in form 
is impractical, there is a second alterna- 
tive. If original cost has such meri- 
torious quality, let us at least have a “fair 
original cost” as a rate base—namely, the 
actual original cost of the property in cur- 
rent dollars ; 1.e., expressed in the same 
size dollars in which the investor is 
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forced to accept his return. The original 
cost in current dollars is the simplest 
possible calculation. None of the alleged 
procedural and administrative difficulties 
of a fair value rate base dependent upon 
structural cost of reproduction estimates 
can be assessed against it. 


An alternative may be offered and 
possibly better received by those 
who prefer an investment approach® 
rather than a property approach. The so- 
called prudent investment standard 
would be simple to employ and could be 
made to render equitable and economic 
results by the simple device of reflecting 
the investor’s sacrifice in current dollars. 
The rate base question would be settled 
by answering the very simple question, 
“How many of today’s dollars did the 
investors sacrifice with reasonable pru- 
dence in making the existing capacity to 
render public service possible?” 

This third approach might even be 
modified into a fourth alternative recog- 
nizing that since the utility industries 
can and do employ a large proportion of 
debt capital and since the debt capital in- 
vestor in utility industries is, in fact, 
treated no better or no worse than the 
investor in debt capital obligations of 
other industries, this part of the invest- 
ment might be reflected in nominal dol- 
lars, as it in fact is, and the adjustment 
on account of the debasement of the dol- 
lar applied only to the equity investment. 

This amendment to the “investment in 
current dollars” standard might, in fact, 
be a fair and reasonable compromise and 
work out economically if the investor 
could be assured that the principle would 
be applied consistently under all condi- 
tions. The equity investor, under a cur- 
rent competitive cost standard, takes the 
risk that the debt which he incurs will 
prove to be either a lighter or a heavier 
debt as the change in the size of the dol- 
lar may bring about. If he takes the risk 
of an adverse change, he can only be 


adequately compensated by receiving the 
benefit of a favorable change. If, how- 
ever, the actually experienced cost of 
debt capital were to be accepted without 
quibbling, even when the current cost of 
debt capital had declined, the equity in- 
vestment might well feel adequately pro- 
tected under such an amended arrange- 
ment. As a practical matter, in a utility 
enterprise today, with a 50 per cent debt 
and 50 per cent common stock capital, 
this method would be the equivalent of 
allowing for one-half of the debasement 
of the dollar in the rate base, recognizing 
the actual cost of debt capital and the cur- 
rent competitive alternative cost of com- 
mon stock capital for rate of return pur- 
poses. And it should be clear to all who 
would understand any economics that 
such an actual investment standard 
would allow no appreciation gains to 
utility investors; it would only make it 
possible to keep the equity investment 
whole in fact. 


I CONCLUDE that regulation needs 
promptly to adjust its procedures to 
the simple facts of the great economic 
change which is now so widely under- 
stood. All the significant changes, to 
which regulatory adjustment is required, 
arise out of the progressive dilution of 
the standard of measurement called the 
dollar. Given a constant dollar, regula- 
tion could give a fine illustration of the 
possibility of public authority combined 
with private enterprise, producing a 
socially maximum economic result. 
Adequate adjustment to such a major 
impact as the change to a 50-cent dollar 
is a real test of a capacity for flexibility 
and fairness under all conditions. Fail- 
ure to make reasonable and workable ad- 
justments to reflect the changes in the 
size of the yardstick used can, however, 
wreck investor confidence in the whole 
unique American idea of utility regula- 
tion. It has already been substantially 
undermined. 


Footnotes 


1References made here to appendix of 
authoritative opinions collected by the author, 
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entitled “The Instability of the Dollar As a 
Unit of Measurement.” 
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2 References made here to appendix of 
authoritative opinions collected by the author, 
entitled “Opinions Recognizing the Equity of 
a Logically and Consistently Related Rate 
Base and Rate of Return.” 

8 See Footnote 1. 

4 See Footnote 2. 

5 References made here to appendix of 
authoritative opinions collected by the author, 
entitled “Recognition of Changing Prices and 
Economic Trends by Use of a Flexible Rate 


of Return in Relation to an Investment Base 
or by Adjustment of the Investment Rate 
Base.” 

6 References made here to appendix of 
authoritative opinions collected by the author, 
entitled “Economic Tests of Reasonableness of 
Regulated Rates.” 

7 See Footnote 1. 

8 References made here to appendix of 
authoritative opinions collected by the author, 
entitled “Definition of the Prudent Investment 
Basis of Rate Regulation.” 





Inflation from the Standpoint of 
The Regulator 


By BENJAMIN F. FEINBERG* 


’ ] ‘HE role of the utility regulator in 
times of economic change is not an 


easy one. Ina sense he stands as a buffer 
between the colliding interests of the 
utilities, their security holders, and man- 
agements on the one hand, and the gen- 
eral consuming public on the other. We 
have come to think of these as having 
conflicting interests. Only in a narrow 
view is this true. From the broader 
aspect, the interests of the public and 
of the utilities are identical. A prosper- 
ous consuming public is necessary for 
the continued prosperity and expansion 
of our utility industries. Rates and 
charges must be kept within the pur- 
chasing power of our people if maximum 
use and expansion of utility services are 
to continue. 

But adequate and efficient service can 
only be provided by a vigorous and 
healthy industry, able to expand in 
accordance with public needs, having the 
incentive to develop better and cheaper 
methods of supplying service, and with 
adequate returns to assure continued 
attraction of invested capital. It is the 
function of the regulator to deal with 
the details of regulation in a fashion 
which will stabilize the conflict of in- 
dividual claims, to the end that the com- 
mon interest of all concerned will best 
be served. 

There is no need to dwell long upon 


*Chairman, New York Public Service 
Commission; member, New York bar. 
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the causes of the current inflationary 
spiral. From time immemorial wars have 
been accompanied by periods of high 
prices and followed by periods of defla- 
tion. Between wars we have had our 
business cycles with their economic dis- 
locations. Now there has been superim- 
posed upon these familiar phenomena a 
cycle or period of revolutionary change 
upon a world-wide scale. The impact 
upon our economy has been tremendous. 
We can withstand the shocks and strains 
of this upheaval only with a spirit of 
mutual forbearance, moderation, and co- 
operation. I think it is the duty of the 
regulators of utilities to approach their 
problems in that spirit, but it is also the 
duty of the utility companies, of their 
employees, and of the consuming public, 
to do likewise. 

I have no panacea for the problem of 
inflation with relation to the utility indus- 
try. In discussing the subject assigned 
to me it is only natural that I should 
refer to the problems that the New York 
commission is meeting in its daily work 
and my personal views upon some of 
them. And since this is a gathering of 
lawyers, I shall discuss the legal aspects 
of some of these problems. 

Inflation and Rates 
‘a most important effect of inflation 
upon all concerned — the utilities, 
the public, and the regulatory commis- 
sions—is its impact upon the rates and 
charges for utility services. The periodic 
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charges which each and every one of us 
must meet for electric, gas, telephone, 
and water service relate to essentials of 
existence in modern society. The daily 
charges for personal transportation, the 
freight and express charges which enter 
into the cost of every article that we pur- 
chase, all have their immediate and direct 
effect upon our personal economies. 
Rates, upon which the income of the 
utilities depends, are their lifeblood. 
Upon them depend the prosperity of the 
business, the returns to investors, the 
ability to render safe and adequate serv- 
ice, and the ability to attract new capi- 
tal for improvement and expansion. As 
stated by the Supreme Court in the Hope 
Natural Gas Company Case, “. . . the 
fixing of ‘just and reasonable’ rates, in- 
volves a balancing of the investor and 
the consumer interests.” 

The New York Public Service Com- 
mission, like most others, fixes rates by 
the conventional method of adopting a 
rate base, determining a fair rate of re- 
turn, and fixing rates at a level which 
will produce revenues equivalent to a fair 
return after payment of all operating ex- 
penses, including depreciation and taxes. 
I shall discuss the impact of inflation with 
relation to the four principal elements in 
this formula, as follows: (1) operating 
expenses; (2) rate base; (3) rate of 
return; and (4) revenues. 


Operating Expenses 


ITH the rise in wages, cost of 

materials, and taxes during the 
past few years, rate increases have been 
inevitable. These increases have been 
accepted by the public with varying reac- 
tions. Generally, there has been a recog- 
nition that they are necessary for the 
continuance of proper service. Some 
segments of the public have made unwar- 
ranted protestations, and these have been 
due mainly to lack of knowledge of all 
of the facts. For instance, I have re- 
ceived letters pointing to increases in the 
net earnings of some utilities as an evi- 


1 Federal Power Commission v. Hope Nat. 
oa Co. (1944) 320 US 591, 603; 51 PUR NS 
3. 
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dence that their rates are too high. But 
the writers have utterly failed to take 
into consideration the increased plant in- 
vestment and service afforded by the par- 
ticular utility, which justified the higher 
income. 

On the other hand, some of the parties 
to this problem have not always exercised 
forbearance and co-operation, but have 
sought to use the inflationary trend for 
their private gain. And the Federal gov- 
ernment has not always been co-operative 
in respect of the tax problems involved. 


Wage Increases 


N the recent temporary rate case of the 

Consolidated Edison Company of New 
York, Inc.,? the company urged as a 
ground of error by the commission that 
it had not taken into consideration the 
wage demands made by a union repre- 
sentative at the hearing. My predeces- 
sor, Dr. Milo R. Maltbie, had ruled at 
the hearing that the commission could 
not consider such demands in fixing 
temporary rates, and I think he was cor- 
rect. The commission, of course, has no 
jurisdiction in labor disputes and cannot 
fix wages. It is obvious that if the com- 
mission, in a rate case, gave weight to 
the demands of a union for an increase, 
before any wage contract was made, this 
would fix the minimum wage increases 
to be given employees. Once rates were 
so fixed, the company could not refuse 
the demands of the union, and to that 
extent the public service commission 
would not only have fixed the minimum 
wage increase, but would have increased 
the cost of service to consumers before 
the costs had actually been incurred. 
While the commission is required to take 
proper cognizance of the prospect of in- 
creased costs, and while union repre- 
sentatives are entitled to do their best 
for their employees, the practice urged 
in that case would be most unfair and 
improvident. I might say that on appeal 
the court found no error by the commis- 
sion in the Consolidated Edison Case. 


2 Consolidated Edison Co. of N. Inc. v. 
ee ge et al. (1949) 300 NY 196; \i2 PUR 
NS 151. 
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Annual Depreciation 


OME utility companies have sought to 

take advantage of the inflationary 
trend in a novel manner. They have 
asserted that because prices have gone 
up, their annual charges for depreciation 
should be at a higher level. This appar- 
ently is upon the theory that because 
their funds, represented by their depre- 
ciation reserve, will not purchase as much 
new plant as formerly, they are entitled 
to collect more money from the public 
for that purpose. 

Annual depreciation allowances are 
designed to return to the investor the 
dollars which were originally invested in 
the property. They are not designed to 
provide for the replacement of property. 
As Chief Justice Hughes once pointed 
out, the depreciation reserve is designed 
to “represent the consumption of capital, 
on a cost basis” and that if the reserve is 
excessive, “to that extent (consumers) 
are required to provide, in effect, capi- 
tal contributions, not to make good losses 
incurred by the utility in the service 
rendered and thus to keep the investment 
unimpaired, but to secure additional 
plant and equipment upon which the 
utility expects a return.”* In the Hope 
Natural Gas Company Case, the Su- 
preme Court expressly upheld the pro- 
priety of basing annual depreciation upon 
cost, without reference to changes of 
price levels, saying: “By such a pro- 
cedure the utility is made whole and the 
integrity of its investment maintained. 
No more is required.”* 


Tax Problems 


fp is nothing that the regulatory 
commissions can do with respect to 
excise taxes, measured with reference 
to utility service and imposed directly 
upon the consumers, except to speak out 
against them. Some of these, like the 
telephone tax of 15 per cent upon local 
service bills and 15 to 25 per cent upon 


8Lindheimer v. Illinois Bell Teleph. Co. 
(1934) 292 US 151, 168, 169; 3 PUR NS 337. 
4 Federal Power Commission v. Hope Nat. 
a Co. (1944) 320 US 591, 606; 51 PUR NS 


toll calls, are disclosed to the consumer 
upon the face of his monthly bill. Others, 
like the transportation tax of 15 per cent 
in respect to charges exceeding 35 cents, 
the freight tax of 3 per cent upon ship- 
pers generally, and 4 cents per ton on 
coal shipments, the 34 per cent Federal 
tax upon electric energy revenues, are 
often referred to as concealed taxes. In 
addition to the Federal imposts are the 
state gross revenue taxes and the local 
franchise taxes. Whether disclosed or 
hidden, the effect is the same. A huge 
tax burden is placed upon utility con- 
sumers. 

The taxes are imposed upon serv- 
ices which in many instances are 
absolute necessities. They are most 
burdensome upon the lower income 
groups of our population. Their adverse 
effect upon increased use of utility serv- 
ices is apparent. 


ET me give you a simple example of 
the vagaries of the excise tax on 
transportation. The transportation tax 
becomes operative on all fares over 35 
cents. Now take a bus company which 
has a through fare of 35 cents for a cer- 
tain distance. There is no excise tax 
upon this fare. This company comes to 
us with a request for an increase and 
after full investigation we determine that 
the company is entitled to an increase of 
5 cents, making the existing fare 40 
cents. 

Immediately the 15 per cent trans- 
portation excise tax becomes operative. 
On a fare of 40 cents the 15 per cent ex- 
cise tax amounts to 6 cents, thus resulting 
in a total cost to the rider of 46 cents, 
an increase of 11 cents over the fare he 
paid prior to the increase. Out of the 
total increase of 11 cents, the company 
gets only 5 cents, and the Federal 
government gets six. cents. 

The tax is hidden and the riding pub- 
lic does not understand the reason for 
such a drastic increase. Whether it is 
understood or not, the public may find 
other means of travel and eliminate non- 
essential trips. Revenues will decline and 
the company may be no better off than 
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it was at the start. We have had actual 
experiences of this character in New 
York state. 


F even greater concern to the regula- 
tor is the income tax problem. The 
courts have held that under normal con- 
ditions the full amount of Federal in- 
come taxes are to be treated as operating 
expenses in fixing rates.’ The present 
corporate income tax on utilities is 47 
per cent. 

Other increased operating expenses 
may justify rate increases. But the 
problem does not end when the addi- 
tional revenues necessary to cover these 
increased costs are ascertained. If a com- 
pany’s operating expenses have increased 
$1,000,000 and rates were increased only 
enough to cover that amount, the utility 
would not be made whole, for it must 
pay gross earnings and income taxes 
upon the additional revenues. It is neces- 
sary that rates be increased sufficiently 
to cover the additional tax burden. At 
present tax rates, when rate increases are 
given to companies not actually operat- 
ing in the red, over half of every dollar 
of the increase paid by the consumer goes 
not to the utility but to the government. 

We are faced with even higher income 
and excess profit taxes. The present ex- 
cess profit tax has been designed to give 
effect to the regulation of utility rates, 
and to tax only the excess income over 
a fair return. Thus far the New York 
commission has not had any problem as 
to whether any excess profit tax should 
be passed on to the ultimate consumers. 
The scheme of the tax law indicates that 
it should not be passed on. However, the 
operation of the tax provisions may give 
rise to inequities calling for the exercise 
of a sound discretion in respect to that 
problem. The income tax provisions give 
no effect to the regulated nature of the 
business. 


OWEVER, some regulatory bodies in 
the past have taken the position that 
extraordinary income taxes occasioned 
by war emergencies should not be 


5 Galveston Electric Co. v. Galveston (1922) 
258 US 388, 389; PUR 1922D 159. 


allowed as operating expenses.® During 
World War II the New York commis- 
sion allowed the full amount of increased 
income taxes, although stating that such 
allowances would be given weight in fix- 
ing the return to be allowed stockhold- 
ers.?7 One of the theories upon which 
income taxes have been allowed as oper- 
ating expenses in the past is that ex- 
pressed by Judge Learned Hand some 
years ago, that it was necessary to make 
this allowance if a utility company “ 
is to be upon a level with freely com- 
peting industries.’’® 

The future decisions of regulatory 
commissions in this regard may depend, 
in part, upon whether other industries 
remain “freely competing” and whether 
price controls are imposed which will 
prevent the shifting of increased income 
tax burdens to the consuming public. 
Above all, there will be the practical con- 
sideration of whether under a very high 
tax rate the consuming public can stand 
the burden and whether an attempt to 
shift the full burden may endanger the 
efficient operation of the industry. The 
problem is grave and complex and will 
have to be met by regulatory commis- 
sions in a realistic manner. 


Rate Base Problems 


RIOR to the decision of the Supreme 
Court in the Hope Natural Gas Com- 
pany Case,? the New York commis- 


6 During the First World War the Cali- 
fornia Railroad Commission took this view. 
Re Western States Gas & Electric Co. PUR 
1919B 485, 493-4; Re Los Angeles Gas & 
Electric Co. PUR 1919D 140, 151. Similar 
views were expressed during World War II 
by the Federal Communications Commission 
(Re Investigation of Rates and Charges 
(1943) 50 PUR NS 468, 490) and by the 
Federal Power Commission (Detroit v. Pan- 
handle Eastern Pipe Line Co. (1942) 45 PUR 
NS 203, 219). 

7 Re Orange & Rockland Electric Co. (1943) 
49 PUR NS 257, 309. Re Brooklyn Borough 
Gas Co. (1944) 56 PUR NS 1. 

8 Consolidated Gas Co. v. ay (1920) 
267 Fed 231, 259; PUR 1920F 483 


9 Federal Power Commission v. <a Nat 
~ - (1944) 320 US 591, 606; 51 PUR NS 
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sion received evidence of reproduction 
cost and considered such evidence in 
arriving at the rate base. Since the Hope 
decision, the commission has uniformly 
rejected such evidence and in most cases 
the evidence is not even offered by the 
utility companies. 


H™ in New York the commission 
prescribes rates upon the basis of 
original cost ; i.e., cost to the person first 
devoting property to the public service, 
less accrued depreciation. Original cost 
is sometimes facetiously referred to as 
“aboriginal cost,” but I would point out 
to you that it is the actual cost, not some 
hypothetical “value” figure based upon 
the varying opinions of experts. And the 
accrued depreciation related to such 
actual cost is directly related to the re- 
turn to the investors of their actual 
investment in property by proper 
annual depreciation charges to operating 
expenses. 

This method is in 


wide use and 


operates satisfactorily from the adminis- 


trative standpoint. If books are properly 
kept—in this state the commission super- 
vises the accounting—and if the deprecia- 
tion reserves are properly established, the 
stability of the rate base and the com- 
parative ease with which it may be de- 
termined, are apparent. 

In times of inflation some utilities long 
for a method which will give effect to the 
theoretical increase in value of their 
plants on a reproduction cost basis. They 
overlook that in times of depression the 
theoretical “value” may not be so accept- 
able to them. In the case of the Con- 
solidated Water Company of Utica, the 
company bitterly opposed a rate order 
of the commission based upon spot prices 
during the depression lows.!® Rate 
making cannot be a one-way street 
always leading to the advantage of the 
utility companies at the expense of the 
public. The original cost method, in my 
opinion, is the fairer one for both the 
utilities and the public. 


~ 10 People ex rel. Consolidated Water Co. of 
Utica v. Maltbie (1937) 275 NY 357, 20 PUR 
NS 375, appeal dismissed 303 US 158. 
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Rate of Return 


aes of return is, of course, merely 
a percentage representing the rela- 
tionship between the rate base and the 
amount of return which a utility is to be 
permitted to earn after payment of all 
operating expenses. The return itself is 
the important element. But we have come 
to speak of the percentage figure as a 
symbol of the return and I will continue 
that practice here. 

The courts have laid down the general 
principle that a public utility is entitled 
to earn a rate of return equal to that 
“generally being made at the same time 
and in the same general part of the coun- 
try on investments in other business un- 
dertakings which are attended by cor- 
responding risks and uncertainties.”™ 
This sounds like a simple formula, but 
as also stated by the Supreme Court in 
the same case, an annual rate of return 
which will produce just compensation 
“depends on many circumstances and 
must be determined by the exercise of a 
fair and enlightened judgment.”™” 

In the appeal to the judgment of the 
regulator, the utilities sometimes advance 
untenable arguments. In the case of the 
Consolidated Water Company of Utica, 
to which I have referred, the company 
argued that if reproduction cost was to 
be fixed at depression price levels, the 
commission should compensate for this 
by allowing a higher rate of return.” 
Now this seems to me like the familiar 
quip: “Heads I win, tails you lose.” 
Obviously there would be no point in 
going through a lengthy and difficult re- 
production cost appraisal if the result 
were to be adjusted by a variation in the 
rate of return, so that the utility company 
would always receive the advantages. 

On the other hand, during the pres- 
ent time of inflation we find com- 


11 Bluefield Water Works & Improv. Co. v. 
West Virginia Public Service Commission 
(1923) 262 US 679, 692; PUR 1923D 11. 

12 Jd, 262 US at page 692. 

18 People ex rel. a Water Co. of 
Utica v. Maltbie (1935) 245 App Div 866 
(petitioner’s brief, page 130) (1937) 275 NY 
357 (appellant’s brief, page 55); (1938) 303 
US 158 (appellant's brief, page 94). 
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panies contending not only that the re- 
production cost theory should be fol- 
lowed, but that in addition the rate of 
return should be adjusted upward in 
order to assure to investors the main- 
tenance of the original purchasing power 
of their dollars. 


Gone may be some merit in these 
incongruous contentions, in that the 
rate of return does afford a vehicle 
for making proper adjustment in 
order to arrive at a fair and just return 
where a static rate base, such as original 
cost less depreciation, is used. It must 
be borne in mind that the investor in 
utility securities has no guaranty, con- 
stitutional or otherwise, that the dollars 
he invests will always retain their orig- 
inal value in purchasing power, or that 
his capital investment will bear income, 
and be returned to him, in dollars of 
equivalent purchasing power. After all, 
each one of us, investor and consumer 
alike, must run the ordinary risks of liv- 
ing in this highly complex civiliza- 
tion. 

And one of those risks is that the mone- 
tary standards by which his wealth is 
measured may be changed legislatively," 
and that the value of money with rela- 
tion to other types of property may 
change by economic forces. I know of no 
decision holding that the utility investor 
is guaranteed protection against the hard 
facts of life. 

If there is to be any adjustment of the 
ordinary principles for determining a 
fair rate of return because of current in- 
flationary conditions, I think it must be 
limited to and measured by the ultimate 
standard of just and reasonable rates as 
laid down by the Supreme Court in the 
Hope Case, where the Court said that 
the return “should be sufficient to as- 
sure confidence in the financial integrity 
of the enterprise, so as to maintain its 
credit and to attract capital.’””® 


14Cf. The Gold Clause Cases of 1935 
(Norman v. Baltimore & Ohio R.R. Co. 294 
US 240; Nortz v. U.S. 294 US 317; Perry 
v. U. S. 293 US 390). 

15 320 US at page 603. 
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Prospective Revenues 


TT: final task of the regulator in fix- 
ing rates is the determination of the 
rate level which will produce the result 
indicated by the various other factors to 
which I have referred. In a sense those 
factors are all theoretical; they are 
merely guides by which abstract require- 
ments of revenues are ascertained. There 
is still the problem of satisfying the con- 
sumer that he is being fairly treated. 

In many utility industries the demand 
for service is extremely sensitive to 
price. It does a utility company no good 
if an increase in rates reduces the de- 
mands for service to the point where rev- 
enues are not increased. Sometimes I 
think that the railroads, by demanding 
higher and higher rates, may be driving 
passengers and shippers to other means 
of transport. 

On the other hand, I have seen utility 
companies complain hotly when their 
requests for rate increases are not fully 
granted. But when the allowed rates are 
placed in effect I see from their annual 
reports that they continue to prosper. 
This simply means that such utilities 
have failed to accurately gauge the effect 
of rates, and perhaps other factors, upon 
consumer demand. Perhaps if they had 
succeeded in some of their theoretical 
contentions, they might not have made 
out so well in practical effect. It is the 
practical result that is of vital interest to 
all concerned. 


T the risk of wearing out Volume 320 
A of the United States Reports, I will 
make one more reference to the Hope 
Case. There the Court pointed out that 
upon the company’s claimed rate base, 
computed on reproduction cost new, its 
return during a 4-year period would have 
been only 3.27 per cent, whereas during 
the same period it had actually earned an 
annual average return of about 9 per cent 
on its average investment. During that 
period its properties were well main- 
tained and operated, and it had asked for 
no rate increases. The Court remarked : 
“As the (Federal Power) Commission 
says, such a modest rate of 3.27 per cent 
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suggests an ‘inflation of the base on 
which the rate has been computed.’ ”” 
Generally speaking, utility managers 
are good businessmen—and nice fellows 
as well. But somehow a rate case seems 
to unsettle them; perhaps it is the legal 
atmosphere. In these times of extreme 
inflation, I dare say that many utilities 
would not wish to charge rates actually 
based upon the reproduction cost of their 
properties. By doing so they would price 
themselves out of business. It is easy to 
see why regulators are perturbed by such 
unrealistic and shortsighted concepts. 


Conclusion 


NFLATION touches utility regulation at 

many points. It has projected many 
problems for the regulator. Regulators 
are only human. Unlike the judges of 
our appellate courts, they do not deal 
with abstract legal concepts, but with the 
daily problems of human existence. They 
are the finders of the facts and the deter- 


16 320 US at page 605. 


miners of what is just and reasonable. 
They cannot hope to properly solve the 
intricacies which inflation has added to 
the complex art of rate making and util- 
ity regulation without the active co-op- 
eration, as I have said, of the utility com- 
panies, their employees, and the con- 
suming public. 


N the course of some of our cases we 

have received testimony of economic 
experts who have expressed the opinion 
that inflation is here to stay—they call 
it “structuralized.” Well, most of us 
here can look back over lifetimes cover- 
ing many years. One fact that stands out 
is that change is inevitable. Inflation by 
its very definition is an active process, 
not something that stands still. Our aim 
must be to curb it and to attain a level- 
ing off and stabilization of our economy 
at a stage where there will ensue the 
greatest good to the greatest number of 
our people. I am sure that, in the utility 
industry, with the joint efforts of all con- 
cerned, that end can be attained. 





Government Seizure of Public Utilities As a 
Method of Settling Labor Disputes 


By DANIEL 


4 subject of government seizure of 
public utilities as a means of settling 
labor disputes is one which should re- 
ceive the most careful consideration by 
all persons interested in the orderly 
processes of law and government and 
the welfare of the American people. 

Before entering into a discussion of 
this question, it may be helpful to review 
the experience of the railroad industry 
since that has been by far the largest and 
most frequently seized of any industry. 
Control of the railroads by the Federal 
government has been exercised four 
times in the last eight years because of 
labor disputes. 

I shall not attempt in the time avail- 


*Chairman, The Association of Western 
Railways. 
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able to make any detailed analysis of the 
functions and history of the Railway 
Labor Act. Suffice it to say that the act 
provides for negotiation, mediation and 
conciliation, and voluntary arbitration. If 
arbitration is not agreed to and a sub- 
stantial interruption of commerce is 
threatened, the President is empowered 
by the act to appoint an emergency board 
which investigates the dispute and makes 
a report and recommendations to the 
President for its settlement. 

Up until 1941, these provisions of the 
law worked reasonably well. In that year, 
however, the railway unions rejected the 
report and recommendations of a presi- 
dential emergency board and threatened 
a nation-wide strike for December 7, 
1941. President Roosevelt reconvened 
the board which held further hearings 
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and then turned itself into a mediation 
board and finally mediated a settlement 
between the parties which involved con- 
cessions to the unions greater than those 
which the board had recommended to the 
President. In its final report to the Presi- 
dent the board stated that, as a fact-find- 
ing board, it saw no reason to change the 
recommendations made in its original re- 
port to the President, but it had been able 
to bring about a settlement through 
mediation. 


1943, the unions representing the 
nonoperating railroad employees were 
willing to accept the recommendations of 
an emergency board but the Director of 
Economic Stabilization disapproved the 
report. 

The unions representing the operating 
employees—that is, the employees who 
actually man the trains and switch the 
yards—rejected the report of the emer- 
gency board which had investigated their 
dispute. 

A strike was threatened in December 
of that year. President Roosevelt offered 
to act personally as arbitrator and his 
offer was accepted by the railroads and 
by the engineers and trainmen. The other 
operating unions rejected his offer and 
the nonoperating unions tied conditions 
to their acceptance which were not agree- 
able to the President. 

On December 27, 1943, the President 
handed down his award in the case of the 
engineers and trainmen and issued an 
order seizing control of the railroads. 
The other unions finally accepted the 
same terms as had been awarded by the 
President and the railroads were re- 
turned to their owners. 

In 1946, all of the unions except the 
engineers and trainmen agreed to arbi- 
tration. The engineers and trainmen 
threatened to strike, resulting in the ap- 
pointment of an emergency board. The 
arbitration boards and the emergency 
board recommended wage increases of 
16 cents an hour. The engineers and 
trainmen rejected the report and again 
threatened to strike. President Truman 
proposed a settlement granting an in- 
crease of 18} cents, which was accepted 


779 


by the railroads but rejected by the en- 
gineers and trainmen. Then followed a 
nation-wide strike by those two unions. 
After the President had made a radio 
address to the nation, and just as he was 
addressing Congress proposing legisla- 
tion to end the strike, the two unions ac- 
cepted the President’s proposal and 
called off the strike. 


Nn 1947, the nonoperating unions and 
the railroads agreed to submit their 

dispute to arbitration and the arbitration 
board awarded a wage increase of 154 
cents an hour. The conductors and train- 
men later made a similar agreement with 
the railroads but the engineers, firemen, 
and switchmen’s union held out for more 
and threatened a strike. An emergency 
board appointed by the President recom- 
mended a settlement for these three un- 
ions similar to that already made with 
the other railway unions. The three un- 
ions rejected the report and set a strike 
date. 

The government took control of 
the railroads but the three unions refused 
to call off the strike and the government 
secured an injunction against the strike. 

After two months of Federal control, 
the White House made a proposal for 
settlement which involved some conces- 
sions to the unions beyond those recom- 
mended by the presidential emergency 
board. This proposal was accepted by 
both the railroads and the unions and 
Federal control terminated. 

The present situation is the most con- 
fusing of all. The instant disputes started 
with demands by the conductors and 
trainmen for a 40-hour week for yard 
service employees with forty-eight hours’ 
pay and for rules changes which would 
produce substantial increases in wages 
for both roadmen and yardmen. The 
railroads agreed to arbitrate the dispute 
but the unions refused. 

An emergency board appointed by the 
President investigated this dispute as 
well as disputes involving the Switch- 
men’s Union and the Railroad Yard- 
masters of America and made reports 
and recommendations to the President in 
June of 1950. 
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The railroads accepted the recom- 
mendations, the unions rejected them. 
The conductors and trainmen publicly 
asked the President to seize control of 
the railroads and this request led to the 
opening of negotiations in the White 
House. 


N August 19, 1950, the White House 

made a proposal for settlement 
which was accepted by the railroads but 
rejected by the two unions. They threat- 
ened a strike and on August 27th, the 
President directed the Army to seize 
control of the railroads. 

In September, the Switchmen’s Union 
and the Yardmasters agreed to settle- 
ments in line with the White House pro- 
posal of August 19th. 

In November, the White House opened 
discussions with the railroads and the en- 
gineers, firemen, conductors, and train- 
men and, on December 21, 1950, made 
a proposal for settlement which was ac- 
cepted by the railroads and the presidents 
of the four unions and a Memorandum 
of Agreement was signed in the White 
House. 

The union presidents claimed that the 
agreement was subject to ratification by 
their general chairmen and later an- 
nounced that it had been rejected by 
them. 

On March 1, 1951, the White House 
mediated an agreement between the rail- 
roads and fifteen unions representing 
nonoperating employees which was fol- 
lowed by a similar agreement with an- 
other union representing station porters. 

On May 25, 1951, the trainmen signed 
a final agreement with the railroads sub- 
stantially in line with the White House 
agreement of December 21, 1950. 

Thus during this period of govern- 
ment control, the railroads have made 
settlements with nineteen unions rep- 
resenting more than 90 per cent of the 
railroad employees. Only these three 
unions, the engineers, firemen, and con- 
ductors, representing less than 10 per 
cent of the employees, have refused to 
settle and are responsible for prolonging 
government seizure which has now con- 
tinued for over a year. 
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fp seems to be something new 
in every dispute but the spectacle of 
these unions signing an agreement at the 
White House and then attempting to re- 
pudiate it is indeed a novel one. 

The three unions now talk vaguely 
about arbitration; but arbitration of an 
original dispute and arbitration after an 
agreement has been signed by them and 
settlements made with other unions, in 
which the only effort of the three unions 
is to see how much better terms they can 
get, are two entirely different things. 

That is the history of government 
seizure of the railroads, the largest pub- 
lic utility in the nation. 

I think it is academic that the country 
cannot stand a railroad strike of any size 
or duration without complete paralysis. 
It should be borne in mind that the sei- 
zures of the railroads have taken place by 
virtue of a 1916 act authorizing the gov- 
ernment to take control of the railroads 
in time of war and we are still technically 
in a state of war. In time of peace, there 
is no statutory protection against a rail- 
road strike and it is an arguable question 
whether or not the President has inher- 
ent powers under the Commerce and 
Welfare clauses to protect the public 
against such a strike. 

The only way that government seizure 
can settle a labor dispute is either to per- 
suade the operators to make greater con- 
cessions which will be acceptable to the 
unions or to hold control so long that 
somebody gives up in despair. 

In the states, the laws of Florida, In- 
diana, Nebraska, Pennsylvania, and Wis- 
consin provide for compulsory arbitra- 
tion of public utility labor disputes with- 
out resort to government seizure. The 
Missouri act does not make the report 
of the hearing panel final and binding 
but provides that if either side refuses 
to accept the recommendations and the 
effective operation of the utility is threat- 
ened or interrupted, the state may seize 
and operate the utility until a settlement 
of the dispute is effected. 

As you know, the Wisconsin statute 
was held invalid by the United States 
Supreme Court in the case of Amalga- 
mated Association of Street, Electric 
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Railway, and Motor Coach Employees of 
America v. Wisconsin Employment Re- 
lations Board.? The attorney general of 
Missouri has advised the Missouri legis- 
lature that the Missouri law is likewise 
void under this decision and the Indiana 
act has been held void in the lower courts 
of that state. 


v2 status of state laws which pro- 
vide for seizure and operation of 
public utilities by the state is not entirely 
clear since it can at least be argued that 
- the National Labor Relations Act does 
not apply to a state or political subdivi- 
sion thereof. 

In the hearings before the Senate com- 
mittee considering the Donnell Bill 
(S 3463), which proposed compulsory 
arbitration of railway labor disputes, and 
in the hearings before the Senate Labor 
Committee considering the current rail- 
way labor dispute, there was discussion 
as to whether or not the government 
should seize the profits of railroad opera- 
tions and pay some determined rental to- 
gether with an inference that since the 
railroads might be strike bound except 
for government seizure the rental might 
be rather low. 

Such a suggestion is palpably unfair 
and places all the power to force govern- 
ment seizure in the hands of a union or 
unions. It can be reduced to an absurdity. 
All a union would have to do would be 
to make an outrageous demand, say for 
a wage increase of $5 or $10 an hour, 
and refuse to settle for less and it could 
force government seizure at any time on 
any pretext. 

Consider the application of such a 
theory to the current railway dispute. 
The railroads agreed to arbitrate when 
negotiation and mediation failed, they ac- 
cepted the recommendations of the Presi- 
dent’s emergency board, they accepted 
two proposals for settlement made by the 
White House. Can it be argued with the 
slightest degree of reasonableness that 
the railroads should be penalized on such 
a record? 

Consider, too, that government seizure 
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of the railroads has now been in effect 
for almost thirteen months but the dis- 
pute has not been settled. 


PF yoreeenorti seizure, therefore, is no 
guaranty of settlement of labor dis- 
putes. It accomplishes only two things. 
It keeps the public utility in operation 
and rendering essential service to the 
public and it gives the employees work 
and prevents loss of wages. I think it is 
a fair conclusion that the average worker 
does not want to lose wages because of 
a strike. Even if a strike results in a 
larger increase than might otherwise be 
obtained, the worker has to work many 
hours to make up for the loss in wages. 

That is a simple mathematical fact. A 
worker making $75 a week who loses 
two weeks because of a strike which 
eventually brings him five cents an hour 
more than could have been obtained with- 
out a strike would have to work 3,000 
hours at that increase to equal the earn- 
ings he lost during the period he was on 
strike. 

If government fixes the wages and 
working conditions during the period of 
government seizure it may be giving aid 
and comfort to one side or the other and 
it is still an open question whether either 
management or labor will accept such 
wages or working conditions as a means 
of settling the dispute. 

In the case of the railroads, a board 
appointed by the President will already 
have investigated the dispute and made 
recommendations for settlement. Is the 
government then, in case of seizure, to 
create a new board or commission to re- 
view the findings of the President’s 
board ? 

If the government does fix wages and 
working conditions which result in 
greater concessions to the unions than 
could otherwise be obtained, will not the 
unions be encouraged to resort more and 
more to the technique of forcing govern- 
ment seizure? 


C is because of all these considerations, 
and because of the experience of re- 
cent years, that the railroads, after much 
deliberation, reached the conclusion to 
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support the principle of compulsory arbi- 
tration as the final step for settlement of 
railway labor disputes and favor making 
the reports of presidential emergency 
boards final and binding for at least a 
limited period of time. This decision was 
reached with considerable reluctance and 
after more than three years of study and 
discussion. 

I think it is inescapable that if an in- 
dustry is so important to the general wel- 
fare of the public that a test of economic 
force cannot be tolerated, then some sub- 
stitute for that use of economic strength 
must be adopted. 

Government seizure is not a means of 
settling labor disputes. It is only a means 


of keeping the public utility operating 
until the parties themselves work out a 
settlement. If government does exert 
pressure, can anyone be sure it is based 
on a full consideration of all facts and 
argument or on expediency ? 

The only substitute yet devised which 
can take the place of the strike or of gov- 
ernment seizure is arbitration where both 
sides are given full opportunity to pre- 
sent all the evidence and argument they 
wish before an impartial tribunal and 
where the result is final and binding on 
both sides. Thus administrative process 
would be substituted for the law of 
force and essential public service would 
be maintained. 





Proof of the Economic Issues in a Rate Case 
By JOHN LANSDALE, JR.* 


VERY issue in a rate case is economic. 
And the manner in which most of 
those issues are decided has an important 
bearing on the extent to which the utility 
weathers today’s economic storms. It is 
not my function or purpose here to argue 
the merits or demerits of various theories 
of regulation or the cause or cure of eco- 
nomic trends adversely affecting utilities. 
However, the problems of proof con- 
fronting a utility engaged in a rate case 
must be approached in the light of the 
economic trends affecting utilities. 

The first of these is the long-con- 
tinued inflation of our currency which, 
since World War II, has proceeded at a 
rapid pace. There is every evidence that 
this debasement of the dollar will con- 
tinue. The second of these is the enor- 
mous demand for the product of utilities 
brought about in part by the expanding 
economy but also by the substantial un- 
derpricing of the product. This has re- 
sulted in an unprecedented expansion of 
facilities. In these circumstances, most 
regulatory agencies have fixed rates by 
the use of an accounting formula whose 
only claimed merit is simplicity and cer- 
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tainty. As a result of this formula the 
rate base is the recorded original cost of 
the property in full value dollars (or 
sometimes less) from which is subtract- 
ed the accounting provision for deprecia- 
tion (or sometimes more) to which is 
applied a rate of return based on the cur- 
rent reproduction cost of the dollars em- 
barked in the enterprise. The result of 
such regulation is inevitably the sacrifice 
of a large part of the existing equity in- 
vestment in utilities, because without 
such sacrifice service cannot be ex- 
panded. 


INCE the decision of the Supreme 
Court of the United States in the 
Hope Case, it is perfectly plain that eco- 
nomic theory is not relevant argument in 
rate proceedings. Actual facts demon- 
strating the impact of economic trends 
upon utilities must be shown. One of the 
important methods of demonstration is 
adequate proof of the rate base. 
For a number of years now utilities in 
many jurisdictions have given up any ef- 
fort to show the cost of their property in 


1 Federal Power Commission v. Hope Nat. 
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terms of current dollars. It is evident, 
however, that the pressure of economic 
events is driving utilities again to offer 
such proof. This has been particularly 
evidenced in cases involving the rates of 
the companies of the Bell system. 

We have been use to thinking that the 
rate base should be either original cost 
or reproduction cost new. In the devel- 
opment from Smyth v. Ames (1898) 169 
US 466, to United Railways v. West 
(1930) 280 US 234,? reproduction cost 
new less observed depreciation became 
virtually sanctified as the rate base. We 
developed many rules and theories de- 
signed to show the true cost of reproduc- 
tion of the existing property and the 
physical deterioration existing in the 
property. During this period the utilities 
were often guilty of abuses and it is true 
that the proof became increasingly hypo- 
thetical and unreal and the resulting rate 
bases were often as unrealistic, uneco- 
nomic, and extreme on the one hand as 
some of the rate bases now imposed on 
utilities are on the other hand. 


5 ona are needed today are unim- 
peachable facts upon the basis of 
which the effect of current economic 
trends upon the utilities can be shown. 
In showing these facts one must keep in 
mind the distinction between price and 
value. Most of the increases in the cost 
of items included in a utility plant are the 
result of increases in price as distin- 
guished from value. They express in 
large measure the debasement of our cur- 
rency. The problem therefore with re- 
spect to rate base is to get proof in the 
record from which it can be demonstrated 
that the application of currently popular 
theories of regulation results directly in 
a confiscation of prior equities, and we 
must in the process distinguish between 
confiscation by reason of the method of 
regulation and confiscation by the opera- 
tion of other processes. For instance, 
equities in most interurban transit lines 
certainly have been destroyed but they 
were destroyed not by the process of 
regulation but by the operation of other 
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factors—a sort of economic obsolescence. 
If we are to form an adequate foundation 
for the demonstration of the effect of in- 
flation on utilities we must take care not 
only to show the increase in price but 
also to eliminate those factors tending to 
adversely affect the equity of past in- 
vestment against which we have no ade- 
quate reason to expect regulation to 
guard us. 

As regards the rate base, the method 
of proof which seems most useful for 
this purpose is the proper trending of the 
surviving dollars of original investment. 


‘to of course, is not new. In 
some form or other it has been used 
in rate cases for many, many years. I 
know of no case in which the theory of 
trending has been disapproved. However, 
at least until the decision of the Ohio 
Public Utilities Commission in the case 
of Cleveland Electric Illuminating Com- 
pany,® most of the decided cases, while 
approving the theory of trending, dis- 
approved its application in the specific 
case. Illustrative is the case of West v. 
Chesapeake & Potomac Teleph. Co. 
(1935) 295 US 662.4 In that case there 
had been a determination of the value of 
the company’s property as of December 
31, 1923, in which all parties concurred. 
The Maryland Public Service Commis- 
sion then attempted to determine the 
value as at December 31, 1932, by trans- 
lating the previously determined dollar 
value of the plant plus net additions into 
an equivalent dollar value at the later 
date. To do this the commission used 
commodity indices and by assigning to 
them various weightings derived a “fair 
value index.” With respect to this the 
Supreme Court said (page 699) : 


An obvious objection is that the in- 
dices which are its basis were not pre- 
pared as an aid to the appraisal of 
property. They were intended merely 
to indicate price trends. 


The Court stated, however, that “this 
is not to suggest that price trends are to 
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be disregarded ; quite the contrary is true. 
The evidence of such trends is to be con- 
sidered with all other relevant factors.” 
bn Court then went on to say at page 
677 : 


. . . the company used price relation 
to obtain the present value of certain 
property, but separated from other 
sorts each kind of property so treated. 
This is comparable to the practice of 
the Interstate Commerce Commission 
in translating the value of specific rail- 
road property, e.g. steel rails, by use 
of the differential between the per ton 
price in 1914, the date of original ap- 
praisal, and the price prevailing at a 
later date. In this sense the company 
employed price indices ; but it is plain 
that such a use of relation of values of 
specific articles as of two given dates 
is quite distinct from the application 
of general commodity indices to a 
conglomerate of assets constituting an 
utility plant. 


In 1939 the supreme court of Minnesota 
took the same view in State v. Tri-State 
Teleph. & Teleg. Co.§ 


o- proof will often be presented to 
commissions which are hostile to the 
purpose of it; many even rule that it is 
irrelevant and will be alert to find things 
wrong with it. It is thus doubly important 
to avoid those defects which in the past 
have brought reproduction cost into 
disrepute. 

For this reason I believe that we must 
proceed upon the premise that what we 
are seeking is not a classic reproduction 
cost new of the existing utility but a firm 
foundation upon which to demonstrate 
how the use of original cost tends to con- 
fiscate the equities of prior investors, de- 
prive utilities of any protection against 
inflation, and substantially underprice 
the product, It is a mistake to adhere too 
closely to classic theories of reproduction 
cost new. 

A price index is simply a mathematical 
method of expressing the variation over 
a period of years in the price of a given 
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commodity, service, or property in rela- 
tion to the price for a particular (or base) 
year or period. Valid and accurate re- 
sults cannot be obtained by the use of 
general trends which may have no direct 
application to the specific property being 
trended nor by the use of single trends 
for a large conglomerate of property. 
Trending properly done is firmly 
founded on the actual experience of the 
particular company involved. The nature 
and extent of the property itself and the 
method and standards of construction 
peculiar to the company or to the locality 
in which it operates are necessarily re- 
flected in the results. It depends to a 
relatively minor degree upon opinion or 
estimate. There is no process necessarily 
used which can be characterized as hy- 
pothetical or which is susceptible to in- 
flation without immediate detection. 


i board of public utility commis- 
sioners of the state of New Jersey 
recently decided a case involving the 
New Jersey Bell Telephone Company on 
August 15, 1951, Docket No. 5068. In 
that case New Jersey Bell presented a 
cost of reproduction derived principally 
by the use of trends. It is discussed by 
the New Jersey board at great length, 
and I recommend to all of you interested 
in this subject a close study of that 
opinion. It is evident from the opinion, 
that the New Jersey board is opposed to 
the whole idea of reproduction cost. 
However, it is able, by a careful review 
of the testimony, as distinguished from 
mere characterization, to seriously im- 
pair the usefulness of that proof as a basis 
for adequate argument in the court in 
view of the generally accepted principles 
of the Hope Natural Gas Company Case. 
But the criticisms made by the New 
Jersey board can be met by careful at- 
tention to the proof. 

The first essential of the use of the 
trending process is a proper set of books. 
However accurate the trends, the results 
can be valid only if the cost figures to 
which they are applied truly reflect the 
property actually owned and used by the 
company. The starting point is a state- 
ment of surviving assets. The term re- 
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fers to the book cost of property surviv- 
ing in the system at a given date stated 
by accounts. In addition it is necessary 
where possible to separate the balance in 
each account to show the surviving assets 
applicable to each year of construction. 
An inventory to be used in trending, 
therefore, should set out the surviving 
assets of the company segregated by 
years of construction. 

" Right here I should like to suggest that 
proof of the accuracy of the methods of 
bookkeeping utilized and demonstration 
that the dollars recorded on the books 
truly reflect property actually in plant 
should not be omitted. Proof is not com- 
plete unless one shows the methods by 
which property installed in the field be- 
comes recorded upon the books and 
demonstrates by adequate sampling or 
other methods that the property reflected 
on the books actually exists in the field. 
In case after case experts produce elabo- 
rate studies and detailed opinions based 
upon “data supplied by the company” 
but proof to establish the accuracy and 
validity of the data supplied by the com- 
pany is wholly omitted. 


to development and application of 
price trends for an individual prop- 
erty require detailed treatment. The 
validity of the trending process depends 
primarily upon the applicability of the 
basic trends to the property in question, 
and the accuracy of the weighting used 
to combine the basic trends affecting 
specific segments of property. 

For this reason general trends should 
not be used. Each trend and the weight 
to be given it should be taken from the 
experience of the company itself or be 
demonstrated to be applicable to the com- 
pany. 

It is difficult to overemphasize the im- 
portance of demonstrating, first, the ap- 
plicability of the trends and, second, the 
propriety of the weight given to each 
trend in combining them, For this reason 
it is important not to become enamored 
of the trending process as such and blind- 
ly apply it to accounts where it may not 
give informative results or other methods 
will give better results. 


785 


When applicable trends have been 
properly applied to surviving assets 
which accurately reflect the physical 
property of the company the result is 
necessarily a statement of the actual costs 
of the company in terms of today’s dol- 
lars. But adjustments must be made to 
eliminate the effect of “piecemeal” con- 
struction and to reflect modern methods 
of construction. 

Properties installed by old-fashioned 
methods have incurred a form of obso- 
lescence by reason of the fact that they 
can be installed today with the expendi- 
ture of less labor. A number of accounts 
often reflect, after trending to present- 
day costs, larger amounts of labor than 
would actually be used today. Improve- 
ments in manufacture may permit cheap- 
er installation than experienced with the 
property in actual use. A downward ad- 
justment of the trended figures must, 
therefore, be made. In a large property 
constructed over a considerable period 
of years the deductions in the labor ele- 
ment of certain accounts may well 
amount to 50 per cent or more of the 
trended original cost. 


W: now come to the subject of de- 
preciation. Most commissions de- 
duct the accounting provision for depre- 
ciation from the gross rate base. A 
practice, in my view, which is indefensi- 
ble from the standpoint of either eco- 
nomics or equity. One of the major 
reasons for the general adoption of this 
method of arriving at depreciation was 
the often unrealistic proof of depreciation 
submitted by utilities. Physical deteriora- 
tion alone was considered. (See, for in- 
stance, Pacific Gas & E. Co. v. San 
Francisco (1924) 265 US 403.)® More- 
over depreciation in property, however 
old, was seldom considered to be more 
than 10 per cent. (See, for instance, 
McCardle v. Indianapolis Water Co. 
(1926) 272 US 400.)7 Since the reserve 
is properly accrued upon a basis which 
will provide for retirement from all 
causes leading to the ultimate retirement 


6 PUR 1924D 817. 
7 PUR 1927A 15. 


NOV. 22, 1951 





PUBLIC UTILITIES FORTNIGHTLY 


of the property, the result was often an 
unexplainably wide divergence between 
observed depreciation and the accounting 
provision therefor as in the Lindheimer 
Case (1934) 292 US 151.8 

To the extent that the reserve properly 
reflects provision for unrealized contin- 
gencies, there would, of course, be no 
corresponding deduction reflected in the 
depreciation actually existing in the prop- 
erty. However, one important element 
frequently reflected in the accounting 
provision for depreciation, but often not 
adequately reflected in studies of depre- 
ciation actually existing, is obsolescence. 
I know that there are many capable en- 
gineers and lawyers who state that so 
long as a piece of property is functioning 
properly and giving adequate service, it 
is not obsolete or even obsolescent until 
management determines to retire it. With 
respect to property involving high main- 
tenance or operating costs, it is con- 
tended that it does not become obsolete 
until the maintenance costs are so high, 
compared to a new item, as to compel its 
retirement. 


I’ a utility asks for protection against 
inflation, I do not believe it can ask 
to accrue depreciation against retirement 
from causes known to be operating and 


8 Lindheimer et al. v. Illinois Bell Teleph. 
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by reason of which the property is ac- 
tually worth less by ordinary standards, 
and at the same time earn a return on 
the basis of a valuation which ignores 
this lowered value. There are many in- 
stances where an old-type plant costs 
more to operate than a new one, although 
it delivers as good a product. Yet utilities 
often claim to earn on a base which takes 
no account of this fact while at the same 
time including in operating expenses the 
higher costs of operation. The reason is 
often said to be that we are valuing an 
existing plant not a substitute one. The 
reason does not seem to me sound. 

I believe there is a failure of proof 
unless, in addition to determining physi- 
cal deterioration by standard methods, a 
determination is made likewise of what 
may be called functional depreciation or 
obsolescence. This can be done by meth- 
ods normally used to determine the eco- 
nomics of the replacement of equipment. 
While the necessary calculations for an 
operating property such as a power plant 
are somewhat involved because of the 
amount of detail to be considered, the 
principle is relatively simple and may be 
illustrated as shown in the table below. 


N essence the process is to determine 
the total annual cost of owning and 
operating a modern plant or piece of 
equipment. The existing equipment is 
obsolescent to the extent that its costs 


EXAMPLE OF METHOD OF DETERMINING FUNCTIONAL OBSOLESCENCE 


Reproduction Cost New 
Value Toda 

Operating Costs 

Fixed Charges 


Total Annual Costs Including Fixed Charges 


Present-day Unit 
Corresponding to 
Existing Unit 


Existing 
Unit Being 
Valued 


$1,000 
667* To be determined 
100 


100 
$ 200 Equated to Present- 
day Unit for 
Equivalent Worth 


$ 200 


* Six hundred and sixty-seven dollars determined by 
(a) capitalizing the difference in operating expenses at 15 per cent fixed charges and 
subtracting the result from the value of the present-day unit, or 
(b) dividing the $100 available for fixed charges by the 15 per cent fixed charges. 
The per cent condition is determined by the ratio of the value of the existing unit, $667, to 
the reproduction cost new of the unit, $1,000. In other words the unit is in 66% per cent condition 
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of operation and ownership upon a re- 
production basis exceed those of modern 
equipment. These costs are the operating 
costs and the fixed charges. In fixed 
charges are included depreciation, taxes, 
and return. By capitalizing, at the fixed 
charge rate, the difference between the 
higher operating costs of the existing 
unit and the operating costs of the mod- 
ern substitute, we have a measure of the 
value of the old unit because any larger 
value would result in costs of ownership 
and operation in excess of a correspond- 
ing new unit and include to that extent 
obsolescence against which neither the 
investor nor the utility are entitled to 
protection by regulatory authority. 

There are in any utility a number of 
instances where if the utility were re- 
constructed, different kinds of property 
or methods of construction would be 
used. If the reason the new method or 
type of property would be used is be- 
cause operating or installation expense 
would be lower or less auxiliary equip- 
ment would be required, then the savings 
are susceptible of measurement and there 
has been a failure of proof to the extent 
that they are not measured and taken 
account of. 


Si ERE is also another kind of obsoles- 
cence. There may be devices which 
operate satisfactorily and at no greater 
cost than more modern ones but which 
would not nevertheless be used in new 
construction because the modern sub- 
stitute gives a little better service or is 
considered more desirable by the user. I 
believe that the rate base should reflect 
a diminution in value on this account. 
This is important out of all proportion 
to the amount of dollars involved, be- 
cause it is the point at which the public 
observes the differences in service and 
the commissions and the courts are mem- 
bers of the public. When a new instru- 
mentality, such as a new type of tele- 
phone, is available which gives better 
service or is more convenient or in any 
other way is more pleasing to the con- 
sumer then you are not going to be be- 
lieved when you assert that the older, 
less desirable instrument, is just as valu- 
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able as the new instrument or that the 
service it gives is worth just as much 
as that given by the new instrument. De- 
preciation is accrued to protect against 
the eventuality of retirement by reason 
of advances in the art. It is unreal and 
damaging to deny that there is any 
diminution in the value of existing fa- 
cilities when the advance in the art has 
already occurred and is available. 


HAVE discussed the rate base in some 

detail although it is only one phase 
of the proof of a rate case because I be- 
lieve that properly approached it offers 
an important tool in the attempt to se- 
cure for utilities some protection against 
inflation. The methods outlined here pro- 
duce a fair index of the true effect of in- 
flation on property. Moreover, adequate 
protection against inflation through ad- 
justment of the rate of return, while 
theoretically feasible and apparently at- 
tempted by the Michigan commission in 
at least one case (Re Union Teleph. 
Co. T-223-51.4, July 23, 1951),° results 
in such apparently high rates of return 
as to cause courts and commissions to 
back away from it. 

Some of the uses of proof of this kind 
may be suggested by considering the 
theory of regulation. One of the basic 
concepts of our economy is that prices 
are regulated by competition. A large 
body of our law is devoted to the promo- 
tion of competition in order to enable 
this regulating force to operate. 

We do not have regulation of utilities 
for its own sake. Its function is to act as 
a substitute for competition because utili- 
ties are necessarily monopolies. To the 
extent that regulation goes beyond this 
function it has no justification. 

In the field where competition regu- 
lates prices the company with a low in- 
vestment in an old plant competes with 
the company which has a high investment 
in a new plant, One has the benefits of 
low investment but the burden perhaps 
of high operating costs. The other has 
the benefit of low operating costs but the 
burden of high investment. The com- 
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petitive price equates the two. The func- 
tion of regulation should be to equate the 
price of the product of the old low in- 
vestment high-cost plant to that of the 
new high investment low-cost plant. But 
this it is not doing under current meth- 
ods of regulation. Account is taken of 
operating costs only. The company that 
built its property twelve years ago may 
earn only half as much on property de- 
livering the same amount of product as 
the company which builds its plant today. 
But the actual sacrifice made is the same. 
The lower earning power of the old com- 
pany as compared to the new is simply 
the measure of inflation. Regulation has 
not substituted for competition, it has 
confiscated property. 


— a man has a bicycle rental 
company that owns one bicycle for 
which it paid $20 a few years ago. 
3usiness expands and a second bicycle 
which will now cost $40 must be pur- 
chased. Not having the money on hand 
it must sell stock. If the company may 
charge the same rental for each bicycle 
the necessary capital can be raised for 
one-half interest in the company, But if 
earnings are based on the dollars invested 
at the rate which new capital demands 
then the new shareholder will secure a 
two-thirds interest in the company. One- 
half the equity of the original shareholder 
has been taken from him. 

There are a number of other issues of 
great importance. 


Rate of return. For many years this 

e was the forgotten issue. And as late 
as December 21, 1950, the United States 
Court of Appeals for the District of 
Columbia Circuit affirmed a decree set- 
ting aside a rate increase because no 
proof whatsoever as to a proper rate of 
returr was offered.’ 

Adequate proof on this issue is im- 
portant not only for the opinion as to 
rate of return itself but for the proof of 
economic trends necessary adequately to 
support an opinion. 


10 Washington Gas Lt. Co. v. Baker (1951) 
89 PUR NS 177, 188 F2d 11. 
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The effect of limiting the return on 
investments made in the full value dollars 
of yesterday to the rates demanded for 
the half value dollars of today is con- 
fiscation of the property bought with the 
full value dollars. This may be strikingly 
shown by the use of price relation ap- 
plied to the rate base. 

Suppose the investment thirty-five 
years ago of $100,000 in a power plant 
which has now reached the end of its 
useful life. If provision for depreciation 
has been properly made the company will 
have $100,000 in cash. In the meantime 
it will have been permitted to earn at 6 
per cent on its investment, or a total of 
$210,000. (To simplify the problem we 
will assume a rather liberal commission 
and accrual of depreciation on a sinking- 
fund basis.) The plant now must be re- 
placed. But a plant built thirty-five years 
ago in 1916 for $100,000 will in 1951 
cost $300,000 to construct (Utility Con- 
struction Cost Index North-central Re- 
gion 1915-125; 1916-145; 1917-160; 
1918-180 ; 1951-436). In order to replace 
its plant to produce the same amount of 
product the utility must use not only its 
depreciation reserve but $200,000 more 
—virtually its entire earnings for thirty- 
five years. If it has paid out its full earn- 
ings in dividends and the shareholder 
has paid any income tax at all—the 
shareholder—in order to prevent dilu- 
tion of his interest must invest more than 
his total retainable earnings. If new 
capital of others is brought in the in- 
vestor must give two-thirds interest to 
the newcomers to continue in the same 
sized business producing the same thing. 
In order truly for the company to have 
earned 6 per cent, its return would have 
had to be 114 per cent on original cost. 
In a business regulated by competition 
it would have been. 

Through the work of such men as H. 
B. Dorau, J. Rhoads Foster, and Jack- 
son Martindell, we are beginning to un- 
derstand the essentials of proof of rate 
of return, and this is having some effect.” 


11 New England Teleph. & Teleg. Co. v. 
Dept. of Public Utilities (1951) 88 PUR NS 
73, 97 NE2d 509. 


788 





APPENDIX 


THE effect of the prospective addi- 
e tion to plant of nonearning assets. 
During this period of rapid expansion 
many utilities are operating at capacities 
in excess of those at which good and de- 
pendable service can be rendered. Large 
amounts of property under construction 
are necessary to improve the quality of 
service or restore reserves. In such cases 
the actual operating experience over- 
states return for the future, even though 
rates and wage and tax levels remain 
the same, because large amounts of 
property to be added in the immediate 
future will produce no additional revenue 
but will materially increase costs. The 
general rule is that property under con- 
struction may not be included in the rate 
base.!# Although this is not the universal 
rule.8 IT know of only one reported case 
where the effect of the imminent addition 
of nonrevenue-producing property on 
rates being fixed for the future appears 
to have been adequately considered. 
This matter is, I believe, almost wholly 
one of adequate proof. 


Proor of future trends. Normally 

e fates are fixed for the future, and 
the past is used merely as a guide to the 
future. I doubt if there was ever a time 
when the experience of the past was less 
reliable as a guide to the future than to- 
day. Yet in case after case we find com- 
missions refusing to consider events 
which they do not know will occur. In 
Re Bee Line, Inc. (NYPS) on page 43 
of the current Public Utility Law Sec- 
tion report is as good an illustration as 
any.5 Here again, however, closer at- 
tention to proof may help. Methods are 
being developed to demonstrate cor- 
relation between indices of the general 
business level such as the Federal Re- 
serve Board Index of Industrial Produc- 
tion and the business level of specific 


12 New England Teleph. & Teleg. Co. 
State of New Hampshire (1949) 78 PUR NS 
67, 64 A2d 9. 

18 Norfolk v. Chesapeake & Potomac Teleph. 
Co. (1951) 89 PUR NS 33, 64 SE2d 772. 

14 Re Detroit Edison Co. (1949) 78 PUR 


360. 
15 87 PUR NS 553. 
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utilities so that forecasts of revenues may 
be made on a number of bases. Operat- 
ing costs may be restated on a physical 
unit basis so that the income account may 
be restated on a number of hypotheses. 
Thus the actual effect of given rates may 
be shown in various assumed circum- 
stances. 

These devices are particularly im- 
portant in cases involving electric utili- 
ties. In that field increases in volume tend 
to offset increases in cost. And this is a 
frequently cited reason for failing to con- 
sider probable increases in cost. But to- 
day costs are increasing far more rapidly 
than they can be offset by volume econo- 
mies and this must be shown. 


SOMETIMES it has seemed to me that 
e inadequate attention is paid to sup- 
porting expenses. For instance, charita- 
ble donations are habitually disallowed 
by commissions. It can be shown in many 
cases that charitable donations are of 
benefit to the ratepayers and tend to re- 
duce taxes. In at least one case they were 
allowed on the basis of such proof.” 


THE electric utilities, particularly, 

e are beginning to examine their rate 
schedules more closely with a view to 
protecting themselves against future 
trends. As the individual average use, 
both industrial and residential, increases 
and new high demand appliances come 
into more general use, old standards of 
rate differentials based upon the promo- 
tion of business and the idea of quantity 
discounts are being demonstrated to be 
erroneous and to result in some classes 
of customers failing to carry their fair 
share of the burden of expense and re- 
turn. 

These matters involve problems of 
what the electric business calls allocation, 
and the telephone business separation. 
Where a single rate or the elimination 
of a customary differential is in issue, it 
is doubtful whether its reasonableness 
can be tested without a segregation of 
the property and expenses referable to 
the particular class of customers in- 


16 Cleveland Electric Illuminating Co. vw. 
Cleveland (1947) 67 PUR NS 65. 
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volved.!7 Moreover, differences in rates 
may amount to discrimination depending 
upon the return earned.’* I do not mean 
to suggest that mere differences in rates 
of return from several classes of cus- 
tomers amount to discrimination.” Care- 
ful consideration is required. 
Allocations present very difficult prob- 
lems of proof both from the standpoint 
of theory and of presentation. In the 
electric utility field, a few utility rate en- 
gineers such as Warren Brooks of The 
Cleveland Electric Illuminating Com- 
pany, Constantine Barry of the Phila- 
delphia Electric Company, and Frank 
Terry of Consolidated Edison of New 
York, Inc., and some consultants such as 
Malcolm Davis of Gilbert Associates, 
Inc., have made intensive studies of the 


determination of the contribution of the 
several classes of customers to the over- 
all earnings of an electric utility. 


I SHOULD like to make a few general 
comments on this whole subject. 

By and large the most even handed, 
dependable justice is secured before those 
tribunals which maintain formality and 
dignity in their proceedings. 

The procedural informality and the 
extent to which commissions are induced 
by utilities to act without proof of vital 
facts is appalling. The philosophy en- 
gendered by such a course of conduct 
long continued is, in my firm opinion, 
harmful to no one but the utilities. 

The fact that the proceedings are com- 
plex and often ex parte leads us to do 
it and permits us, most of the time, to 
get away with it. Once in a while, how- 
ever, the results are not happy. Not long 
ago the court of appeals for the District 


17 American Toll Bridge Co. v. California 
Commission (1939) 307 US 486, 29 PUR NS 


18 Panhandle Eastern Pipe Line Co. v. Fed- 
eral Power Commission, 324 US 635; Re 
Northern Power Co. PUR 1933C 128. 

19 Logan City uv. Public Utilities Commis- 
sion, 77 Utah 442, 296 PUC 1006; Village of 
Fox Point v. Public Service Commission 
aa 242 Wis 97, 47 PUR NS 483, 7 NW2d 

1. 


of Columbia affirmed a decision granting 
an injunction against a well-deserved 
rate increase upon the ground that there 
was no proof whatever of what was a 
proper rate of return.2° Here we have 
one of the single most important issues 
in any rate case and no evidence what- 
soever was offered on it. Reliance had 
been placed on the knowledge and ex- 
perience of the commission and evidence 
offered in other cases. 


ow can we complain of rate reduc- 
tions without adequate proof if we 
ask for increases the same way. Not long 
ago in Ohio in a bitterly fought rate case 
the utility rested its proof of the effect 
of its proposed increases in rates simply 
upon a document handed to the commis- 
sion showing the calculation without 
proving a bill analysis or even submitting 
the opinion of a rate engineer. 

These things are done by lawyers who 
in a law court would not think of failing 
to prove damages or any other vital issue. 
The utility has the burden of proof and it 
is a heavy one. We call public utility 
commissions administrative agencies and 
they have certain functions which are 
truly administrative. When they fix rates 
they act legislatively, but the process by 
which they arrive at the determination 
of rates is judicial. The extent to which 
we permit or induce commissions to de- 
part from judicial methods can in a long 
run result only in injury to the utility. 
For many years now one of the largest 
utilities in the state of Ohio has followed 
the unwavering practice of presenting 
adequate proof in every matter which it 
has brought before the public utilities 
commission of Ohio or in which it has 
been brought there. It has been just as 
careful of the adequacy of its proof and 
the formality with which it is presented 
in matters heard ex parte and with the 
concurrence of the staff as in contested 
matters. We think that events have 
demonstrated the correctness of this 
both as to results and procedure. 


20 Washington Gas Light Co. v. Baker 
(1951) 89 PUR NS 177, 188 F2d 11. 
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MISSOURI PUBLIC SERVICE COMMISSION 


Re Lyman H. Bell et al. 


Case No. 12,174 
September 5, 1951 


PPLICATION for Commission approval of transfer of gas 
A franchise from individual to gas company; dismissed for 
lack of jurisdiction. 


Franchises, § 51 — Transfer — Necessity of Commission approval. 
1. An individual owning no utility operating properties and not conducting 
a gas utility business need not obtain Commission authority to transfer to 
a gas company a municipal franchise held by him, p. 98. 


Franchises, § 51 — Acquisition — Necessity of Commission approval. 
2. A gas company need not obtain Commission authority to acquire a 
franchise from an individual and to operate utility properties under it 
when the municipality which granted the franchise is a part of an area 
which the gas company is already authorized to serve, p. 99. 


Franchises, § 15 — Commission jurisdiction — Effect of prior issuance of certificate. 
3. A franchise obtained subsequent to the issuance of a certificate from 
newly constituted public bodies located in the service area of the utility, 
and assigned to that utility, should be treated as a new, or renewal, franchise 
supporting an active certificate of convenience and necessity, and need not 
be submitted to the Commission for its approval, p. 99. 


By the Commission: This cause is 
before the Commission on a joint veri- 
fied application filed May 31, 1951, by 
Lyman H. Bell (hereinafter referred 
to as Bell), an individual, and the 
Central West Utility Company (here- 
inafter referred to as Central West), 
a Kansas corporation, for authority 
for Bell to transfer a gas franchise 
now held by him to Central West and 
for authority for Central West to ac- 
quire such franchise and to exercise 
the rights and privileges granted there- 
in. The Commission, having duly 
considered the application and its per- 
manent records pertaining to each of 
these joint applicants, is of the opinion 


[7] 97 


that the issue herein presented can be 
disposed of without the necessity of a 
formal hearing in the matter. 


Findings of Fact 

Applicant, Bell, is a resident of the 
state of Missouri with his principal 
office located at 1009 Baltimore ave- 
nue, Kansas City, Missouri. He is not 
engaged in any type of utility business 
in his individual capacity; however, 
he is the president of the Central West 
Utility Company, joint applicant in 
this cause. Applicant, Central West, 
is a Kansas corporation with its prin- 
cipal office located at 1009 Baltimore 
avenue, Kansas City, Missouri, and it 
90 PUR NS 
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is authorized to do business in the 
state of Missouri. It operates gas 
systems for the sale and distribution of 
natural gas for retail purposes in the 
state of Missouri pursuant to appro- 
priate certificates of convenience and 
necessity issued by this Commission. 
Under its certificate, Central West is 
duly authorized to engage in the gas 
distribution business, among other 
places, in certain areas in Clay county, 
Missouri. It has constructed gas dis- 
tributing facilities in said territory, 
including the village of Glenaire, and 
has commenced operation thereof. 
Subsequent to the issuance of said cer- 
tificate by this Commission and the 
construction and commencement of 
operation of the facilities, the village 
of Glenaire was incorporated by a de- 
cree of the county court of Clay coun- 
ty, Missouri, dated September 13, 
1950. Following the incorporation of 
the village of Glenaire, its board of 
trustees, by Ordinance No. 5 dated 
May 14, 1951, granted to Bell, his 
executors, administrators, heirs, suc- 
cessors, and assigns, a franchise to use, 
for a period of twenty years, the 
streets, roads, alleys, and other public 
places in said village for the purpose of 
constructing, maintaining, and oper- 
ating gas transmission and distribution 
lines to serve said village and its in- 
habitants with natural gas. This or- 
dinance has been duly accepted by Bell. 

Although Bell possesses the fran- 
chise granted by the village of Glen- 
aire, he does not own or operate any 
gas distributing lines or facilities with- 
in the village of Glenaire. However, 
as stated above, gas service is now 
being rendered in said village by Cen- 
tral West which supplies the natural 
gas under a certificate of public con- 
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venience and necessity of unlimited 
duration issued by this Commission, 
Bell now desires to sell, dispose of, or 
assign said franchise to Central West, 
for the consideration of one dollar, and 
Central West desires to acquire from 
Bell his rights as provided for in the 
franchise and in accordance with the 
terms and provisions of an agreement 
for said purchase and sale. 

Central West has assumed the obli- 
gations, duties, and liabilities imposed 
upon Bell by the terms and provisions 
of the aforementioned ordinance, pro- 
vided the sale and assignment, as here- 
in proposed, is approved and author- 
ized by this Commission. 


Conclusions 


This cause presents two rather un- 
usual questions concerning the power 
and jurisdiction of this Commission 
with respect to the transfer and exer- 
cise of municipal franchises. These 
questions are as follows: (a) Is it 
necessary for a private party who is 
not rendering public utility services 
to obtain the consent of this Commis- 
sion to transfer to a public utility a 
municipal franchise held by him? (b) 
Is it necessary for a public utility to 
obtain the authority of this Commis- 
sion to acquire by transfer a municipal 
franchise and to operate utility prop- 
erties pursuant thereto when the mu- 
nicipality granting the franchise is a 
part of an area which said utility is al- 
ready certificated by this Commission 
to serve? . 

[1] With respect to the first ques- 
tion propounded, we are of the opinion 
that consent of this Commission for 
Mr. Bell to transfer or assign his fran- 
chise is unnecessary and, in fact, we 
are without jurisdiction in the matter. 





RE BELL 


Section 393.190, Rev Stats Mo 1949, 
reads in part as follows: 

“No gas corporation . . . shall 
hereafter sell, assign, lease, transfer, 
mortgage, or otherwise dispose of or 
encumber the whole or any part of its 
franchise . . . without having first 
secured from the Commission an order 
authorizing it so to do.” 

It will be noted that said statute, by 
its terms, applies to “gas corporation” 
which is defined in paragraph 11, § 
386.020, Rev Stats Mo 1949, as fol- 


lows: 


“The term ‘gas corporation,’ when 
used in this chapter, includes every 
corporation, company, association, 
joint stock company or association, 
partnership and person, their lessees, 
trustees, or receivers appointed by any 
court whatsoever, owning, operating, 
controlling, or managing any gas plant 


operating for public use under privi- 
lege, license or franchise now or here- 
after granted by the state or any po- 
litical subdivision, county or munici- 


” 


pality thereof ; : 

In the instant case Mr. Bell holds 
nothing but a naked franchise. He 
owns no operating properties nor 
does he in any way conduct a gas util- 
ity business. He does not come within 
the definition of a gas corporation as 
set forth in said § 386.020, and since 
that is the case, it is our opinion Mr. 
Bell may transfer his franchise to any 
persons or parties he sees fit, subject, 
of course, to conditions or restrictions, 
ifany, which may be contained therein 
or attached thereto by the granting au- 
thority. In other words, the transfer 
of the naked franchise from a private 
individual is a matter between him, 
the transferee, and the granting au- 
thority. 


[2,3] With respect to the second 
question propounded, we are of the 
opinion that under the facts of the in- 
stant case, the certificated utility 
(Central West) may acquire the fran- 
chise and may operate its utility busi- 
ness pursuant to the terms and condi- 
tions thereof without the approval and 
consent of this Commission. As stated 
earlier in this report, the utility was 
granted a certificate of convenience and 
necessity of unlimited duration to 
serve this general territory including 
the village of Glenaire, and it com- 
menced operation thereunder some 
considerable time before the village 
was incorporated and, of course, be- 
fore the subject franchise was granted. 
Under the provisions of § 393.170, 
Rev Stats Mo 1949, a utility as a con- 
dition to the issuance of a certificate of 
convenience and necessity thereto must 
show that it has obtained the consent 
of proper municipal authorities. In 
previous cases, this Commission has 
taken the position that in unincorpo- 
rated areas, the “proper municipal au- 
thorities” consist of the county courts 
of the counties involved. See Re Un- 
ion Electric Co. of Missouri (1951) 
88 PUR NS 33. Once a certificate of 
convenience and necessity of unlimited 
duration supported by proper munici- 
pal authority is granted by us, it is 
good, absent revocation, so long as the 
municipal authorities permit the opera- 
tion either by franchise, sufferance, or 
otherwise. If, after the effective date 
of the certificate of convenience and 
necessity and the commencement of op- 
erations thereunder, new, or renewal, 
franchises are obtained, it is not neces- 
sary for such new franchises to be sub- 
mitted to this Commission for its ap- 
proval or for its permission to exercise 
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the rights and privileges granted there- 
in. Re Ozark Utilities Co. (1944) 26 
Mo PSC 635, 55 PUR NS 360. This 
does not mean, however, that the Com- 
mission under its general regulatory 
powers may not require the filing of 
such franchises for its records. Since 
in the instant case the original consent 
(franchise) was obtained prior to the 
issuance of the certificate of conven- 
ience and necessity, it is our view that 
any consent or franchise obtained sub- 
sequent to the issuance of said certifi- 
cate from newly constituted public 
bodies located in the service area of 
the utility, and assigned to such utility, 
should be treated for the purposes here- 
in under consideration as a new, or 
renewal, franchise supporting an active 
certificate of convenience and necessity, 
and need not be submitted to this Com- 
mission for its approval. 

With respect to the acquisition of 
franchises, it is noted that in most 
instances such rights are usually ob- 
tained by the utility directly from the 
appropriate public bodies or else are 
acquired from other utilities in con- 
junction with the acquisition of asso- 


ciated physical properties. In this 
case we have a rather unusual situation 
in that the franchise itself is held by a 
person not engaged in the utility busi- 
ness and the operating company seeks 
to acquire the franchise from him by 
transfer. In our opinion, the method 
by which the franchise is acquired by 
the operating utility is of no concern 
to us, especially if no question is raised 
as to the validity of the franchise or 
its proposed transfer. 

In view of the conclusions herein- 
before recited, we are of the opinion 
that the authority sought by this ap- 
plication is entirely unnecessary and, 
therefore, it should be denied. 

It is, therefore, 

Ordered: 1, That the application of 
Lyman H. Bell and the Central West 
Utility Company, filed in this case on 
May 31, 1951, be and the same is 
hereby dismissed. 

Ordered: 2. That this order shall 
be effective ten days from the date 
hereof, and that the secretary of the 
Commission shall forthwith serve a 
certified copy of the same upon all in- 
terested parties. 
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UNITED STATES DISTRICT COURT 
EASTERN DISTRICT OF SOUTH CAROLINA, COLUMBIA DIVISION 


Harry L. Plate 


Southern Bell Telephone & Telegraph 


Company, Incorporated 


Civ. A. No. 2688 
98 F Supp 355 
July 11, 1951 


CTION by telephone subscriber for alleged wilful trespass 
based on entry of premises by telephone company employee 
to recover instrument; judgment for company. 


Service, § 166 — Rules and regulations — Binding effect. 
1. Rules and regulations of a telephone company on file with and approved 
by the Public Service Commission are binding upon a telephone subscriber 
complaining against an entry by a company employee to remove a telephone 
instrument pursuant to the rules, whether or not the rules and regulations 
were agreed to by the subscriber, p. 104. 


Payment, § 33 — Service denial to enforce. 
2. A telephone company has the right to discontinue service because of a 
subscriber’s refusal to pay for such service, p. 104. 

Service, § 213 — Discontinuance — Removal of telephone — Entering subscriber's 

premises. 

3. An employee of a telephone company, having on file with the Commission 
rules and regulations providing that company employees and agents may 
enter a customer’s premises to remove equipment upon termination of 
service, may enter upon a subscriber’s premises and remove the telephone 
instrument and other equipment. so long as the removal is openly accom- 
plished and without force or violence, or any threat thereof. and when 
the circumstances are such as to create no apprehension of any violence 
on the part of the subscriber, or other person from whom the possession 
is being taken, p. 104. 


¥ 


APPEARANCES: L. H. Andrews, before me on June 12, 1951, without 

Columbia, S. C., for plaintiff; Nelson, a jury. 
Mullins & Grier, Columbia, S. C., for The complaint alleges that some 
defendant. time prior to October 15, 1950, the 
Wycue, CJ.: This is an action for plaintiff engaged the telephone serv- 
alleged wilful trespass and was tried ices of the defendant company at his 
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apartment No. K10 Gonzales Gardens, 
Columbia, South Carolina, and that 
while he and his wife were absent from 
their apartment the defendant, through 
its agents and servants, clandestinely 
secured a key and unlawfully and wil- 
fully entered plaintiff's apartment and 
removed the telephone instrument 
therefrom. The answer of the defend- 
ant admits the suspension of the serv- 
ice and the removal of the instrument, 
but alleges that the service was sus- 
pended and the instrument removed for 
nonpayment of charges due by the 
plaintiff, and that the defendant had a 
right, under its rules and regulations, 
which were on file with and approved 
by the South Carolina Public Service 
Commission, to suspend the service 
and to enter upon the premises and re- 
move the instrument after the refusal 
of the plaintiff to pay his bill. 

The plaintiff is not suing for a 
wrongful suspension of his telephone 
service but for an alleged trespass. It 
was conceded by plaintiff that he was 
several months behind in the payment 
of his telephone bill and that the plain- 
tiff had the right to suspend his tele- 
phone service and remove the tele- 
phone from his apartment, provided 
the telephone company had secured en- 
trance to such apartment in a proper 
and lawful manner. The principal, and, 
in fact, the sole issue in the case, is 
whether or not the action of the agent 
of the telephone company in entering 
plaintiff’s apartment and removing the 
instrument under the circumstances, 
hereinafter referred to, constituted an 
unlawful trespass. If it did the de- 
fendant would be liable for the dam- 
ages resulting therefrom. If the entry 
was lawful then there can be no re- 
covery. 
90 PUR NS 


I find the facts specially and state 
separately my conclusions of law in the 
above cause as follows: 


Findings of Fact 


The application for telephone serv- 
ice, which the plaintiff signed, provided 
that the subscriber agreed that the tele- 
phone service to be furnished by the 
telephone company was subject “at 
all times to lawful rates and regula- 
tions.” The pertinent provisions of 
the rules and regulations of the defend- 
ant, which are on file with, and ap- 
proved by, the South Carolina Public 
Service Commission, and which were 
in effect at the time that plaintiff ap- 
plied for service, as well as at all other 
relevant times, are as follows: 


“Equipment, instruments, and lines 
furnished by the telephone company on 
the premises of a customer or au- 
thorized user of the telephone company 
are the property of the telephone com- 
pany and are provided upon the con- 
dition that such equipment, instru- 
ments, and lines, except as expressly 
provided in this tariff, must be in- 
stalled, relocated, and maintained by 
the telephone company and that the 
company’s employees and agents may 
enter said premises at any reasonable 
hour to make collections from coin 
boxes, to install, inspect, or repair any 
part of the telephone company’s equip- 
ment, apparatus, and lines on the sub- 
scriber’s premises, or upon termination 
or cancellation of the service, to remove 
such instruments and lines. Such 
equipment shall not be used for any 
toll or consideration to be paid by any 
other person than the subscriber, nor 
for performing any part of the work 
of transmitting, delivering, or collect- 
ing any message, where any toll or con- 
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sideration has been or is to be paid any 
party other than the telephone com- 
pany. without the written consent of 
the company. 


“The subscriber shall pay monthly 
in advance or on demand all charges 
for exchange service and equipment 
and shall pay on demand all charges 
for toll service. The subscriber as- 
sumes responsibility for all charges for 
exchange service and toll messages 
originating at the subscriber’s station, 
and for toll messages received at the 
subscriber’s station on which the 


charges have been reversed with the 
consent of the person called. 

“All charges due by the subscriber 
are payable by the subscriber at the 
telephone company’s commercial office 
or at any other agency duly authorized 
to receive such payments. If objection 


in writing is not received by the tele- 
phone company within thirty days aft- 
er the bill is rendered, the account shall 
be deemed correct, and binding upon 
the subscriber. 

“In the event of abandonment of the 
station, the nonpayment of any sum 
due for exchange, toll, or other services 
or any other violation by the subscriber 
of the telephone company’s rules and 
regulations applying to subscribers’ 
contracts or to the furnishing of serv- 
ice, the company may without notice, 
either (a) suspend service until all 
violations have ceased or (b) termi- 
nate the subscriber’s contract without 
suspension of service or (c) following 
a suspension of service, sever the con- 
nection and remove any of its equip- 
ment from the subscriber’s premises.” 

At the time that the telephone serv- 
ice was discontinued and the telephone 
removed from plaintiff's apartment he 
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had failed to pay his telephone bill for 
the preceding three months. Prior to: 
October 3, 1950, he had been notified 
several times that his account was past 
due, and on October 3, 1950, a reg- 
istered letter was sent to him advising 
that unless his bill was paid the service 
would be subject to suspension on 
October 9, 1950. Plaintiff admitted 
receiving this registered letter. The 
service was thereafter suspended on 
outward calls on October 17, 1950, 
and on inward calls on October 24, 
1950. A visit was made to the res- 
idence of the plaintiff on October 26, 
1950, and the company’s representa- 
tive, finding no one at home, left a 
notice under plaintiff’s door, stating 
that the equipment would be removed 
if the bill was not paid, or satisfactory 
arrangements made for its payment, by 
October 30, 1950. When plaintiff still 
neglected to pay his bill the instrument 
was removed from plaintiff's apart- 
ment on November 1, 1950. Plain- 
tiff, testifying in support of his claim, 
admitted that his telephone bill was 
several months in arrears and at no 
time did he contend that he had com- 
municated with the telephone company 
and offered to pay the bill or to make 
satisfactory arrangements for its pay- 
ment. 

The telephone was removed by the 
defendant under the following circum- 
stances: L. M. Mann, the telephone 
employee who was sent to remove the 
instrument, went to plaintiff's apart- 
ment and finding no one at home then 
went to the main office of Gonzales 
Gardens, the government financed 
housing development in which plain- 
tiff’s apartment was located. He there 
conferred with Mr. R. A. Wood, shop 
foreman of Gonzales Gardens, who had 
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a master key to all the apartments and 
who offered to admit Mr. Mann to 
plaintiff’s apartment for the purpose of 
removing the telephone instrument. 
Mr. Wood then went with Mr. Mann 
to plaintiff's apartment and unlocked 
the door. They both entered the 
apartment and the telephone was re- 
moved in a matter of minutes. Plain- 
tiff does not contend that any damage 
was done to or in his apartment, but 
he claims that defendant had no right 
to enter it in his absence and that the 
Housing Authority’s agents in charge 
had no right to allow an employee. of 
the telephone company to enter with- 
out the plaintiff’s permission. Mr. 
Wood testified that plaintiff, after 
moving into his apartment, had told 
him that any time he needed to go into 
the apartment that he could do so, but 
told him not to let any colored em- 
ployees of the housing development go 
into his apartment when the plaintiff 
was not there. 

The action of defendant’s agent in 
entering plaintiff's apartment, with the 
permission and consent of the person, 
presumably in charge thereof, was rea- 
sonable and proper under the circum- 
stances, and did not constitute a tres- 
pass. 


The manner in which defendant’s 
employee entered plaintiff’s apartment 
and removed the telephone instrument 
and other equipment did not constitute 
a breach of the peace nor could it rea- 
sonably be supposed that it would tend 
to provoke a breach of the peace. 


Conclusions of Law 


[1-3] The rules and regulations 
of the defendant telephone company on 
file with and approved by the Public 
Service Commission were binding 
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upon the plaintiff in this case whether 
or not he agreed to them. Miller y, 
Central Carolina Teleph. Co. (1940) 
194 SC 327, 34 PUR NS 30, 8 SE2d 
355, 127 ALR 722. 

The right of a public utility to dis- 
continue service because of the sub- 
scriber’s refusal to pay for such service 
has been definitely settled in this 
state. Barrett v. Broad River Power 
Co. (1928) 146 SC 85, 143 SE 650; 
Hiers v. Southeastern Carolinas 
Teleph. Co. (1950) 216 SC 437, 58 
SE2d 692. 


Under the aforesaid rules and regu- 
lations a customer subscribes only to 
telephone service and acquires no prop- 
erty interest in the facilities furnished 
to him for the rendering of that serv- 
ice. In this case, therefore, the tele- 
phone instrument remained the prop- 
erty of the company, and, upon non- 
payment of charges due, the company 
had the right to suspend service and 
to enter upon the premises and re- 
move the instrument, provided the re- 
moval could be accomplished without 
committing a trespass or breach of the 
peace. 

The right of the telephone company 
to enter the subscriber’s premises and 
remove its property is a license coupled 
with an interest, which cannot be re- | 
voked by the subscriber. When the 
service had been suspended for the 
failure of the telephone subscriber to 
pay for past service, I am of the opin- 
ion that the telephone company had the 
right, under the aforesaid rules and 
regulations, to enter upon the sub- 
scriber’s premises and remove the tele- 
phone instrument and other equipment 
so long as the removal was openly ac- 
complished and without force or vio- 
lence, or any threat thereof, and when 
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the circumstances were such as to cre- 
ate no apprehension of any violence on 
the part of the subscriber, or other per- 
son from whom the possession is be- 
ing taken. 

I have been unable to find any case 
that exactly parallels this one in point 
of fact, and none has been cited by 
counsel. However, I think it clearly 
apparent from the adjudicated cases 
in South Carolina, by which I am 
bound, that the plaintiff has failed to 
make out a case of trespass on the part 
of defendant. It is clear that under 
the regulations of the defendant tele- 
phone company its license to enter 
upon a subscriber’s premises for the 
purpose of removing its telephone 
equipment is at least equal to that of 
amortgagee under a chattel mortgage 
where legal title does not vest in the 
mortgagee until after default. Child- 


ers v. Judson Mills Store Co. (1939) 
189 SC 224, 200 SE 770. The right 
of a mortgagee, upon default by the 
mortgagor, has been stated by the 
supreme court of South Carolina in 
Willis v. Whittle (1909) 82 SC 500, 
64 SE 410, to be as follows: 


“It is well settled that, after condi- 
tion broken, the legal title to mort- 
gaged chattels vests in the mortgagee. 
The right of the mortgagee to seize 
mortgaged chattels, after condition 
broken, is a license coupled with an in- 
terest, which cannot be revoked by the 
mortgagor. It is a part of the con- 
sideration of the mortgage, and to al- 
low the mortgagor to revoke it would 
bea fraud upon the rights of the mort- 
gagee, and would very much impair 
the value of chattel mortgages as se- 
curities. The right to seize carries 
with it, by necessary implication the 
tight to do whatever is reasonably nec- 
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essary to make the seizure, including 
the right to peaceably enter upon the 
premises of the mortgagor. 

“There is one restriction, however, 
which the law imposes upon this right. 
It must be exercised without provoking 
a breach of the peace; and if the mort- 
gagee finds that he cannot get posses- 
sion without committing a breach of 
the peace, he must stay his hand, and 
resort to the law, for the preservation 
of the public peace is of more impor- 
tance to society than the right of the 
owner of a chattel to get possession 
of it.” 

This language was quoted with ap- 
proval in the Childers Case, supra, 189 
SC at p. 232; Justus v. Universal 
Credit Co. (1939) 189 SC 487, 1 SE 
2d 508, 510, and Soulios v. Mills 
Novelty Co (1941) 198 SC 355, 17 
SE2d 869, 875. 

The supreme court of South Caro- 
lina has also considered what consti- 
tutes a breach of the peace, and in the 
Soulios Case, supra, 198 SC at p. 368, 
reaches this conclusion : 


“In the case of Webber v. Farmers 
Chevrolet Co. (1938) 186 SC 111, 
195 SE 139, 141, Mr. Justice Fish- 
burne, speaking for the court, said: 


“ ‘We think the issue is concluded 
adversely to the defendants by the re- 
cent case of Lyda v. Cooper (1933) 
169 SC 451, 169 SE 236, 238. In that 
case, the court held that it was a ques- 
tion for the jury as to whether there 
was a trespass and breach of the peace, 
where the agent of a furniture com- 
pany, in repossessing property sold on 
the instalment plan, under a condi- 
tional sales contract, finding the house 
of the plaintiff closed, during their ab- 
sence, entered through a _ window, 
opened the doors and carried away 
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‘the furniture. In that case, too, it ap- 
peared that the condition of the con- 
tract was broken, and the plaintiffs 
were in default in making their pay- 
ments. 

“In defining what constitutes 
breach of the peace, the following prin- 
ciples of law were quoted with approval 
in Lyda v. Cooper, supra: 

“«* “Tn general terms, a breach of 
the peace is a violation of public order, 
a disturbance of public tranquility, by 
any act or conduct inciting to violence.’ 
Annotation to case of Kansas v. He- 
bert (1926) 121 Kan 329, 246 Pac 
507, 48 ALR 81, 85. 

“« ““By “peace,” as used in the law 
in this connection, is meant the tran- 
quility which is enjoyed by the citizens 
of a community, where good 
order reigns among its members, 
which is the right of all persons in po- 
litical society. It is not neces- 
sary that the peace be actually broken 
to lay the foundation of a prosecution 
for this offense. If what is done is 
unjustifiable, tending with sufficient 
directness to break the peace, no more 
is required.’”’” 

With the right to seize chattels 
under a conditional sales contract or 
chattel mortgage for default by the 
buyer and the right to do whatever is 
reasonably necessary to make the sei- 
zure, including the right to enter on 
the premises, thus established, the only 
limitation on such rights is that a 
breach of the peace must not be com- 
mitted. 

It cannot be questioned but that the 
telephone company under its rules and 
regulations, upon the nonpayment of 
charges due, had the right to enter 
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upon plaintiff’s premises and remove 
its property, provided, of course, it 
could do so without committing a tres- 
pass or a breach of the peace. In this 
case did the company commit a breach 
of the peace? I do not think so. When 
defendant’s employee went to plain- 
tiff’s apartment and found that he was 
not at home he immediately went to 
the main offices of the Housing Project 
and requested admission to plaintiff's 
apartment for the purpose of removing 
the telephone, and since the shop fore- 
man readily admitted him, the em- 
ployee had every right to assume that 
he had authority to permit him to en- 
ter plaintiff’s apartment. In the cir- 
cumstances, I think the company acted 
reasonably and within its rights, and 
as the telephone was removed in an 
orderly fashion it cannot be said that 


this was a breach of the peace or some 
act that would tend to provoke a breach 
of the peace. 

The law must be construed reason- 
ably and with due regard for each 


factual situation. The license which 
the defendant had to enter the premises 
of the plaintiff for the purpose of re- 
moving its equipment could not be 
revoked by the plaintiff and hence there 
was no necessity of securing his ex- 
press permission for the exercise of the 
right which the defendant undoubtedly 
had. The only limitation upon such 
right is that it must be exercised with- 
out committing a breach of the peace 
or any act that would tend to provoke 
a breach of the peace. If the defendant 
could be held liable for a trespass under 
the facts of this case, then the purpose 
and effect of the rules and regulations, 
approved by the Public Service Com- 
mission, would be neutralized. 
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In view of the foregoing findings of opinion that judgment should be en- 


fact and conclusions of law, Iam ofthe tered for the defendant, and 
It is so ordered. 





UTAH PUBLIC SERVICE COMMISSION 


Re Mountain States Telephone & 
Telegraph Company 


Case No. 3596 
August 10, 1951 


PPLICATION of telephone company for authority to increase 
l \ rates; modified rate increase authorized. 


Discrimination, § 157 — Telephone rates — Preference to rural and party lines. 
1. A request that a telephone company apply no part of a rate increase 
to 4-party or rural-line service may not be granted, since the placing of 
the entire amount of the additional rate burden on other classes of service 
would be unjustly discriminatory, p. 110. 


Rates, § 536 — Telephone — Four-party or rural — Inferior service — Share of 
rate increase. 
2. A telephone company may properly hold to a minimum the share of a 
rate increase assignable to rural-line or 4-party service where the service 
available to these classes of subscribers is inferior, p. 110. 


Expenses, § 23 — Capital costs — Construction. 
3. The Commission will not permit a rate increase for the purpose of 
providing a telephone utility with capital funds for construction, p. 110. 


Service, § 451 — Party-line telephones — Subscribers’ obligation. 
4. There is an obligation on the part of party-line subscribers of a telephone 
company to show consideration for other parties on their line by eliminating 
unnecessary calls and by reducing the duration of each call to a minimum, 
p. 111. 

Service, § 451 — Party-line telephones — Company obligation. 
5. A telephone company which has received many complaints from sub- 
scribers about party lines being tied up for a considerable period of time 
should increase its efforts to obtain full compliance with a regulation reserv- 
ing the right to limit the duration of a local message on a party line or to 
discontinue the service of a subscriber abusing party-line privileges, p. 111. 

Expenses, § 87 — License contract payments to parent company — Telephones. 
6. An operating telephone company’s payment of one per cent of its gross; 
revenues to its parent company in return for various services rendered by- 
the parent was not considered unreasonable where the fee did not appear- 
to exceed the cost of services rendered, p. 111. 
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Expenses, § 85 — Materials and supplies — Purchases from affiliate. 
7. The paramount consideration in any discussion of the prices paid by 
a telephone company to an affiliated supplier of equipment for materials 
and services is whether or not such prices are reasonable, p. 112. 


Apportionment, § 7 — Telephone investment, revenue, and expenses — Separations 
Manual. 
8. The NARUC Separations Manual was used for the purpose of separat- 
ing plant investment, revenues, and expenses between the intrastate and 
interstate operations of a telephone company although the manual was not 
officially adopted by the Commission, p. 113. 


Valuation, § 224 — Plant under construction — Acquisitions adjustment — Work- 
ing capital. 

9. The Commission, in determining the rate base of a telephone company, 
disallowed plant under construction, plant acquisition adjustment, and cash 
working capital, p. 113. 

Valuation, § 23 — Rate base — Current level increment. 
10. An amount claimed by a telephone company as being necessary to keep 
its return at the level which was considered reasonable at the time of an 
earlier rate case in the face of rising prices, which amount was called 
current level increment, was not included in the company’s rate base be- 
cause of the many uncertainties involved in its computation but was given 
consideration in the determination of an allowable rate of return, p. 114. 


Valuation, § 170 — Telephone rate base — Cost of converting coin boxes. 
11. An amount representing the estimated additional net investment that 
would result from the conversion of telephone coin boxes from a 5-cent 
charge to a 10-cent charge for local calls was permitted to be included in 
the company’s rate base, after it had been decided that the company’s 
application for authority to establish a 10-cent toll rate should be approved, 
p. 115. 


Return, § 24 — Attraction of capital. 
12. The return of a utility must be at a level high enough to attract sufficient 
capital to meet the utility’s reasonable demand for new capital, in order 
that the public interest may be fully protected, p. 116. 

Return, § 111 — Telephones — Margin for higher costs. 
13. A telephone utility was allowed a 6.25 per cent return instead of the 
6 per cent return which was considered reasonable in order to allow for 
the possibility of increment in investment resulting from present-day con- 
struction costs, p. 116. 

Expenses, § 114 — Federal income taxes — Proposed increase. 
14. The Commission, in determining rates for a telephone company, predi- 
cated its expense allowance for Federal income taxes on the higher rate 
stated in a bill pending in Congress at the time of the proceeding rather 
than on the rate in effect during the past year, p. 118. 


Valuation, § 139 — Interest during construction. 
15. No allowance was made for interest during construction where plant un- 
der construction was excluded from the rate base, p. 118. 


Expenses, § 26 — Advertising and membership fees. 
16. A telephone utility should control carefully the amount expended for 
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advertising and for membership fees and dues so that no expenditures 
will be made in these categories except those reasonably necessary to serve 


the public fully, p. 118. 


APPEARANCES: S. N. Cornwall and 
J. H. Shepherd, for the Mountain 
States Telephone and Telegraph Com- 
pany; Mark K. Boyle, Assistant At- 
torney General, for Public Service 
Commission of Utah; Arthur E. Lund, 
for citizens of South Salt Lake coun- 
’ ty; N. A. Jensen and Lorenzo E. Elg- 
gren for Consumers Welfare League 
of Utah; W. I. Lowe, for Ogden Trade 
and Labor Assembly; Callister and 
Callister, by Reese C. Anderson, for 
Utah Hotel Operators Association ; 
R. David McDougal, for himself; Le- 
Roy A. Wirthlin, for himself; Dean E. 
Glanders, for Bennion Ward area; 
F, J. Kennard, for himself; Z. Y. Erek- 
son, for himself; David W. Hender- 


son, for himself; Mary C. Dillon, for 
herself and Old Age Pension Organi- 
zation ; Willard R. Huntsman, for him- 
self; Robert W. McDermott, for him- 
self; Wm. Rook, for himself and old- 
age pensioners. 


By the Commission: The above- 
entitled application came on regularly 
for hearing before the Commission on 
June 12, 1951, pursuant to notice. The 
hearing continued through June 14, 
1951, and was recessed until June 25, 
1951. The record was closed and the 
case was submitted to the Commission 
on June 27, 1951. From the evidence 
of record the following report and 
findings are made: 

1. The Mountain States Telephone 
and Telegraph Company, hereinafter 
referred to as the applicant, is a public 
utility corporation organized under the 
laws of the state of Colorado and duly 
authorized to engage and is now en- 
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gaged in conducting a general tele- 
phone business in the states of Arizona, 
Colorado, Idaho, Montana, New 
Mexico, Utah, Wyoming, and El Paso 
county, Texas. 

The applicant is a part of the Bell 
System. The American Telephone and 
Telegraph Company (American Com- 
pany ) owned 83.52 per cent of the out- 
standing capital stock of the applicant 
on December 31, 1950. Common 
stock is the only class of stock which 
the applicant has outstanding. 

2. The applicant seeks authority in 
the present application to increase its 
rates in the state of Utah for local ex- 
change and certain related services. 
The application does not contemplate 
any increases in Utah intrastate toll 
rates. The rates proposed by the ap- 
plicant would increase its gross reve- 
nues in Utah by approximately $2,- 
164,000 annually based upon the aver- 
age number of stations during the 
twelve months ended March 31, 1951. 
The applicant served 189,955 com- 
pany-owned stations in Utah on De- 
cember 31, 1950, at 56 exchanges. 

The applicant does not propose any 
change in the grouping of exchanges 
for the application of exchange rates. 
The present groupings are as follows: 


Station Range 


9,001 - 20,000 
20,001 - 35.000 
over — 35,000 


The Commission finds that the pres- 
ent groupings as set forth above are 
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reasonable and appropriate and should 
be used in the application of any new 
rates that may be authorized in the 
present case. 

[1,2] 3. Several customers of the 
applicant appeared at the hearing and 
testified concerning the quality of tele- 
phone service they are receiving. In 
practically every case these people com- 
plained about the inferior party-line 
service they are forced to use: the 
heavy-line fills on rural party lines; 
their inability to place or receive calls 
due to the fact that the circuit is tied 
up so much of the time by other par- 
ties on the line; and the fact that the 
applicant has failed to provide them 
with a better grade of service. 

A protest was entered on behalf of 
the Old Age Pension group against 
any increase in the rates for the class 
of service these people use, which, as 
a general rule, is 4-party service. 

We think it would be discriminatory 
as to the other classes of service if the 
applicant was directed to apply none 
of the revenue increase to be granted 
in this case to the 4-party and rural- 
line service. In view of the inferior 
service available to these classes of 
users, however, it is the opinion of 
the Commission that any increases in 
the rates applying to 4-party and rural- 
line service should be held to a mini- 
mum. 


During the past decade there has 
been an unprecedented demand for 
telephone service. To illustrate this 
point there were 82,184 company tele- 
phones in Utah at the end of 1940. 
The number had increased to 114,684 
by December 31, 1945, and to 189,- 
955 at the end of 1950. The increase 
of 131 per cent in number of tele- 
phones compares with an increase of 


25 per cent in the population of Utah 
over the 10-year period 1940 to 1950, 
The unsatisfied demand for service js 
evidenced by the fact that as of De- 
cember 31, 1950, the applicant had 
9,614 held orders on hand in Utah. 
The applicant has failed to meet all 
demands for service due to a lack of 
adequate plant. Even though the ap- 
plicant expended nearly $31,000,000 
in gross construction of plant in Utah 
during the ll-year period 1940 
through 1950, it still has insufficient 
facilities to meet all requests for new 
service or for up-grading of existing 
service. 

[3] The inability of the public to 
obtain the class of telephone service 
desired is a matter that merits the ut- 
most attention and effort on the part 
of the applicant. There was a time 
when the telephone was classified to a 
large extent as a luxury. In our opin- 
ion that day has passed. The telephone 
has become a necessity in the conduct 
of our business and social life. By its 
very nature the telephone business 
must be monopolistic in character. 
Competitive companies in this field 
would not be in the public interest. 
The Commission and the public can 
look only to the applicant, therefore, 
for relief from the inadequate and un- 
satisfactory service that is available 
today. If the disposition of the appli- 
cation were to be determined solely on 
the basis of the service provided, the 
application should be denied in its en- 
tirety. 

It is represented by the applicant 
that due to low earnings it cannot 
attract sufficient equity capital from 
the investing public to provide ade- 
quate plant to meet the demands of its 
customers and prospective customers. 
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It is not the purpose of the applicant 
in the present proceedings to obtain 
capital funds for construction purposes 
through the medium of higher tele- 
phone rates. It goes without saying 
that the Commission would not permit 
rates that would accomplish such an 
The customers should not 
be called upon to provide capital 
through the rate he pays for service. 


The applicant submitted evidence 


‘showing its construction expenditures 


in Utah for the year 1951 to date, and 


4 the projected construction program for 


the balance of 1951 and for the year 
i952. This program runs into several 
million dollars. Even after the com- 
pletion of all the jobs contemplated 
under the program it would appear 
that the objective of having sufficient 
plant and plant margins to provide the 
grade of service demanded by the 
public will not have been reached in all 
parts of the state. Section 76-3-1, 
Utah Code Annotated 1943 provides 
in part that “Every public utility shall 
furnish, provide, and maintain such 
service, instrumentalities, equipment, 
and facilities as will promote the safe- 
ty, health, comfort, and convenience 
of its patrons, employees, and the pub- 
lic, and as will be in all respects ade- 
quate, efficient, just, and reasonable.” 
The duty imposed upon the applicant 
under this statute is clear. Although 
the applicant has accomplished a great 
deal in the past few years in the way 
of building new plant there is much 
left to be done to enable it to meet its 
obligations to the public. The Com- 
mission will expect the applicant to 
intensify its efforts to correct the serv- 
ice deficiencies. 

[4,5] Pending the time that party- 
line fills can be reduced, there is an 


obligation on the part of the subscrib- 
ers to show consideration for other 
parties on their line by eliminating un- 
necessary calls and by reducing the 
duration of each call to a minimum. 
The applicant’s general regulations 
contain a rule which states that “When 
the duration or number of local mes- 
sages sent or received by a party-line 
subscriber is so great as to prevent an 
equitable proportionate use of the line 
by other subscribers on the line, the 
telephone company reserves the right 
to limit the duration of a local message 
on a party line to five minutes, or to 
discontinue the service of the sub- 
scriber in question.” In the opinion 
of the Commission the applicant should 
increase its efforts to obtain full com- 
pliance with this rule. 

[6] 4. The applicant is a party to 
an agreement with the American Com- 
pany, which agreement is commonly 
referred to as the “license contract.” 
All of the other associated operating 
companies of the Bell System are 
parties to similar agreements with the 
American Company. Under this con- 
tract Bell Telephone Laboratories, Inc. 
carries on fundamental work of re- 
search, investigation, and experimenta- 
tion in the art of telephony. The bene- 
fits derived from such work are made 
available to the applicant. The Ameri- 
can Company’s general department al- 
so renders services which include 
advice, assistance, and instructions re- 
garding the construction and mainte- 
nance of plant and equipment; traffic 
operations ; administration of business 
offices : relations with customers; sales, 
advertising, and servicing work; ac- 
counting principles and methods; per- 
sonnel and training matters; tax, pat- 
ent, legal, and financial matters. 
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Since October 1, 1948, the applicant 
has paid a fee of one per cent of the 
major part of its revenues to the 
American Company in return for the 
services rendered under the license 
contract. Prior to that date a higher 
percentage of revenues was paid for 
this service. The payments are 
charged to operating expense account 
No. 674, General Services and Li- 
censes. The applicant’s figures show- 
ing results of Utah intrastate opera- 
tions for the twelve months ended 
March 31, 1951, include $100,480 for 
services under the license contract. It 
does not appear from the evidence that 
the fee paid exceeds the cost of the 
service rendered. 

[7] 5. Western Electric Company 
(Western) is the manufacturing, pur- 
chasing, and supplying unit of the Bell 
System. Western is engaged in the 
manufacture of telephone apparatus 
such as switchboards, telephone instru- 
ments, cable, and wire. It sells these 
products and other items such as poles 
and crossarms purchased from other 
manufacturers to the Bell companies, 
including the applicant. The American 
Company owns 99.8 per cent of the 
capital stock of Western. Although 
Western makes some sales outside of 
the Bell System, 90 per cent of its 
sales over the past twenty years, ex- 
clusive of the war years, have been to 
Bell customers. During the war years 
the United States Government pur- 
chased the bulk of the company’s pro- 
duction. 

The “Standard Supply Contract’’ of 
Western provides that Western will 
supply the applicant with such ma- 
terials, apparatus, and equipment as 
the applicant may require. The con- 
tract does not require the applicant to 
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make any purchases from Western if 
it does not wish to do so. Neverthe- 
less, the applicant does purchase prac- 
tically all of its materials, apparatus, 
and supplies from Western. 

The applicant offered evidence 
showing the margin of profit earned 
by Western during the twenty-six-year 
period 1925 to 1950, inclusive. This 
evidence indicates that the profit per 
dollar of sales to Bell customers has 
averaged 4.4 cents (3.8 cents on all 
sales), and that the rate of return on 
Western’s net investment has aver- 
aged 7.7 per cent for the same period. 
During the year 1950 Western’s mar- 
gin of profit was 5 cents per dollar of 
sales and its rate of return on net in- 
vestment was 8.6 per cent. 


The applicant also introduced evi- 
dence showing prices paid by it to 
Western for various kinds of telephone 
apparatus compared with general trade 
prices for comparable products pro- 
duced by other manufacturers. The 
comparisons presented covered periods 
as far back as 1920. Generally speak- 
ing, Western’s prices have been lower 
than the general trade prices. 

Western’s position in the Bell Sys- 
tem assures it of the bulk of the Bell 
business. Consequently its annual 
sales are very large. For example, in 
1950 its total sales amounted to $758,- 
063,750, of which amount $662,049,- 
061 covered sales to Bell companies. 
There is no evidence in the record to 
indicate what the level of general trade 
prices would be if the other manufac- 
turers of telephone apparatus and 
equipment could secure a volume of 
business comparable to Western’s Bell 
System business with little or no ad- 
vertising or sales costs. 

Both the applicant and Western are 
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under the common control of Ameri- 
can Company. The paramount ques- 
tion in any discussion of the prices 
paid to Western for materials or serv- 
ices furnished to an affiliated company 
is whether or not such prices have been 
reasonable. The investor who places 
capital at the disposal of an enterprise 
does so with the expectation that he 
will receive a return on such invest- 
ment. The capital invested in Western 
- is in no different position in this re- 
spect and is entitled to a fair return. 
By reason of the close affiliation of 
Western and the applicant, however, 
excessive profits to Western on sales 
to the applicant should not be counte- 
nanced. The rate of return earned by 
Western over the period mentioned 
above is higher than the rate of return 
which we think the applicant should be 
allowed to earn from its Utah intra- 
state telephone operations. On the 
other hand, the evidence indicates that 
Western’s rate of return has been 
lower than the average return of the 
largest manufacturing concerns in the 
United States during the past twenty- 
six years. It is worthy of note, how- 
ever, that during the years of World 
War II when the industry of the nation 
was devoted largely to the production 
of war materials, the earnings of 
Western were lower than during any 
other period in the last twenty years, 
except the depression years of the 
1930's. 

No adjustments have been made by 
the Commission in the prices charged 
by Western as reflected in the appli- 
cant’s plant investment and mainte- 
nance expense figures in reaching a 
determination of the applicant’s reve- 
nue requirements in this case. It is to 
be understood, however, that the Com- 


[8] 
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mission reserves the right to make a 
full investigation of the reasonableness 
of Western’s prices at any time in the 
future. 

[8] 6. In arriving at figures show- 
ing intrastate results, it is necessary 
to make a separation of total state 
figures between intrastate and inter- 
state operations. The applicant fol- 
lowed the procedures set out in the 
“Separations Manual” prepared by the 
NARUC—FCC Special Co-operative 
Committee on telephone regulatory 
problems in separating plant invest- 
ment, revenues, and expenses between 
intrastate and interstate operations. 
This Commission has not officially 
adopted this manual, but it is in gen- 
eral use and for the purpose of the 
present proceedings the separations 
made under its provisions will be ac- 
cepted. 

[9] The figures submitted by the 
applicant as its claimed Utah average 
intrastate rate base for the twelve 
months ended March 31, 1951, are as 
follows : 
$29,988,774 

218,906 

39,204 
5,014 


444.221 
504,496 


Plant in service 

Plant under construction 

Property held for future telephone 
use 

Telephone ‘plant acquisition adjust- 
ments .. 

Material and ‘supplies 

Cash working capital 


31,201,215 


Less: Depreciation reserve 7,530,885 


23,670,330 


Current level increment 
in plant in service 
Less: Depreciation re- 


. $2,305,856 


468,670 1,837,186 


Adjustment for 10-cent 
coin box operation . 
(net) 20.730 

$25,528,246 
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In two previous decisions? involving 
the rates of this applicant the Commis- 
sion disallowed telephone plant under 
construction, telephone plant acquisi- 
tion adjustment, and cash working 
capital in its determination of a rate 
base. Our reasons for not allowing 
these items are set forth fully in the 
findings in Case No. 3191. There is 
nothing in the record in the present 
proceedings to warrant a change in 
our position. Accordingly, the amount 
shown above opposite each of these 
three items will not be included in the 
rate base found below. 

[10] The item captioned “current 
level increment” warrants careful con- 
sideration. The applicant represents 
that it has not earned the rate of return 
allowed by the Commission in the 
1948 and 1949 cases because of con- 
tinuing increases in the cost of oper- 


ating the business, and also because of 
substantially higher prices which it has 
had to pay for additional telephone 
facilities required for expansion and 
for the replacement of worn out or 


obsolete telephone plant. The Utah 
intrastate investment in telephone plant 
in service during the month of De- 
cember, 1950, averaged $160 per sta- 
tion. In presenting evidence on cur- 
rent cost increment applicant used a 
figure of $252 as the average current 
cost per station. In the words of the 
applicant’s witness, “The process of 
arriving at that $252, therefore. was 
a matter of pricing out that average 
quantity of physical units at today’s 
construction cost to find what is the 
average cost of building that average 
quantity of plant at today’s prices.” 

It is claimed by the applicant that 





1Case No. 3191, decided August 10, 1948, 
and Case No. 3365, decided August 15, 1950. 
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during a period of active plant con- 
struction and replacement, the rate of 
return actually earned during a period 
subsequent to the establishment of a 
new level of telephone rates tends to 
decline with the passage of time, and 
that the allowable return predicated 
entirely upon a past test period rate 
base will not be earned in the future 
under these conditions unless some 
compensating factor is provided. 
The applicant’s estimates indicate 
that under the present construction 
cost level the average investment per 
station in telephone plant in service 
will increase from $160 to $172.60 in 
a period of two years. This estimate 
is based upon an annual increase of 5 
per cent in the number of stations, and 
replacements of 2.4 per cent a year of 
the plant at the beginning of the year. 
The actual average annual rate of 
growth in number of stations has been 
8.75 per cent over the past ten years. 
The replacements of plant in service 
have averaged 2.4 per cent a year over 
the same period. The number of sta- 
tions served by the applicant in Utah 
averaged 187,468 during the twelve 
months ended March 31, 1951. If the 
applicant’s estimate of an average in- 
vestment of $172.60 per station after 
a period of two years proves to be cor- 
rect, then in that event the application 
of that average figure per station to 
the 187,468 average number of stations 
during the twelve months ended March 
31, 1951, would increase the Utah 
intrastate investment in telephone 
plant in service by $2,305,856 in re- 
spect to those stations. After deduct- 
ing the additional depreciation reserve 
applicable to this increased investment 
the net increment would be approxi- 


mately $1,837,186. 
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The estimated increase in invest- 
ment per station is based upon a long- 
term projected trend, according to the 
applicant’s witness. Deviations from 
this trend, either up or down, may 
happen over a short period of time 
such as one or two years. In other 
words the applicant may or may not 
install all of the physical plant items 
in any one year, which would produce 
the estimated increase in one year in 
' average investment per station project- 
ed under the long-term trend. 

It was developed in the record in the 
present case that during the presenta- 
tion of the testimony in Case No. 3365 
in 1949, the applicant’s witness esti- 
mated that by reason of the increasing 
costs of construction the average Utah 
intrastate investment per station in 
1949 would be $168.69, compared with 
the actual average of $165.24 for 1948. 
This estimate was predicated on the 
construction budget for the year 1949 
and the estimated growth in number of 
stations during the year. The actual 
average investment per station in 1949 
turned out to be $163.64, or $5.05 
less than the estimate. 

One other factor in connection with 
the matter under discussion should be 
mentioned. At the beginning of 
World War II the applicant had plant 
margins sufficient to permit a sub- 
scriber to choose the class of service he 
desired. During the war the demand 
for telephone service increased very 
materially, but the applicant was not 
able to take care of a large part of that 
demand due to the fact that the manu- 
facture of telephone instruments for 
civilian use was discontinued by order 
of the War Production Board. Fol- 
lowing the close of the war the restric- 
tion on the manufacture of instruments 
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for civilian use was removed. As new 
instruments became available thou- 
sands of waiting subscribers obtained 
telephone service. The applicant’s 
plant margins were used up for the 
reason that telephone instruments were 
installed faster than central office 
equipment and outside plant. Accord- 
ingly, more telephones were added on 
rural lines and more 4-party service 
was made available, compared with 
higher grades of service. The result 
has been a declining average physical 
quantity of plant per telephone, and 
the average investment per telephone 
today is less than during the years 
1940 to 1943. 

Estimating “current level incre- 
ment” is fraught with many uncer- 
tainties. We have concluded that the 
amount claimed by the applicant for 
current level increment should not be 
included in the rate base, but in deter- 
mining the allowable rate of return 
consideration will be given to this 
factor. 

[11] The remaining item in the 
applicant’s claimed rate base which 
needs some explanation is the amount 
of $20,730 described as adjustment 
for 10-cent coin box operation. This 
amount represents the estimated addi- 
tional net investment that will result 
from the conversion of coin boxes 
from a 5-cent charge to a 10-cent 
charge for local calls in certain areas. 
The Commission is of the opinion that 
the applicant’s proposal to establish a 
10-cent coin box operation should be 
approved. The Commission finds, 
therefore, that the rate base should 
include this item of $20,730. 

The Commission’s findings as to a 
just and proper rate base for the twelve 
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months ended March 31, 1951, may 
he summarized as follows: 


Plant in service 
Property held for future telephone 


$29,988,774 


39,204 
444,821 


30,472,799 
7,530,885 


22,941,914 
Adjustment for 10-cent coin box 
operation (net) 20,730 


| EE ee een . $22,962,644 


[12,13] 7. No evidence on rate of 
return was introduced in this case. 
Applicant and the staff of the Commis- 
sion agreed “that if the Commission 
called expert witnesses on the subject 
of rate of return, and if the company 
likewise called expert witnesses on the 
subject, the range of the percentage of 
rate of return on a net investment rate 
base which these witnesses would 
testify to would be 5.75 to 7.85.” The 
return received by a public utility 
consists of the amount of revenue re- 
maining after reasonable operating 
expenses, taxes, depreciation, and 
amortization accruals, but before pro- 
vision for interest, dividends, or addi- 
tions to corporate surplus. This return 
is ordinarily conceived of as the prod- 
uct of a rate base times a given rate 
of return. Conversely, the rate of 
return may be defined as that percent- 
age rate which, when applied to the 
rate base, will yield the total over-all 
return for the particular utility. 

The return of the utility must be at 
a level high enough to attract sufficient 
capital to the industry to meet its 
reasonable demands for new capital 
in order that the public interest be 
fully protected. Ifa utility is not kept 
in a sound financial condition inves- 
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tors cannot be expected to invest in its 
securities. The applicant is engaged 
in a very large expansion program 
which is necessary to improve the serv- 
ice to its present customers and to 
provide facilities to serve the backed- 
up and growing demand for new serv- 
ice. This expansion program will re- 
quire a large outlay of new capital 
funds. In order to secure new money 
on terms favorable to its customers 
the earnings of applicant must be ade- 
quate. 

It is to the advantage of the cus- 
tomer that a utility secure its capital 
at a low cost. The higher the cost 
of money is to a utility, the higher the 
allowable rate of return must be to 
provide the utility with sufficient funds 
to pay interest and meet its dividend 
requirements. At the same time a 
utility cannot obtain new capital on 
favorable terms unless its earnings are 
adequate to attract investors. Thus, 
the fixing of just and reasonable rates 
involves a balancing of the 
investor and the consumer interests.” 
Federal Power Commission v. Hope 
Nat. Gas Co. (1944) 320 US 591, 
603, 88 L ed 333, 51 PUR NS 193, 
200, 64 S Ct 281. 

Utah intrastate operations should 
contribute their fair share of the over- 
all return required by the applicant. 
In Case No. 3365, decided in August, 
1949, the Commission authorized the 
present applicant to file a new sched- 
ule of Utah intrastate rates designed 
to produce a rate of return of 6.25 per 
cent on the average invested capital’ 
assignable to Utah intrastate opera- 
tions, or a rate of return of 6.04 per 
cent on the rate base found in that 





2The term “invested capital” means debt, 
capital stock, and earned surplus. 
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case. The average invested capital 
assignable to Utah intrastate opera- 
tions was less than the rate base 
found. 

Had the applicant earned the rate 
of return authorized in the 1949 case 
in periods subsequent to the establish- 
ment of the new level of telephone 
rates, it is the opinion of the Commis- 
sion that no increase in rates would be 
necessary at this time. The applicant’s 
failure to earn the specified return is 
due in a large measure to increased 
wages and other operating expenses, 
and to the higher Federal income tax 
rates that have become effective in 
recent months. 

The Commission finds that if the 
applicant is authorized to place in ef- 
fect a schedule of rates that will permit 
it to earn a rate of return in the fu- 
ture of 6 per cent on the net invest- 
ment rate base hereinbefore found, 
such a rate of return will be fair and 
reasonable. Considering the possi- 
bility of increment in investment re- 
sulting from present-day construction 
costs the allowable return will be com- 
puted at 6.25 per cent. 


8. The applicant followed the proce- 
dures set out in the “Separations 
Manual,” referred to above, in sepa- 
rating revenues and expenses between 
intrastate and interstate operations. 
The latest available figures at the time 
of the hearing showing results of Utah 
intrastate operations covered the 
twelve months ended March 31, 1951. 
In a condensed form the figures sub- 
mitted by the applicant covering this 
period are as follows: 
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$11,027,251 


8,415,445 
653,032 
14,303 
704.928 


Operating revenues 

Operation and maintenance ex- 
penses 

Taxes, other than income 

State income taxes 

Federal income taxes 


$9,787,708 
$1,239,543 
28,687 
7,928 


$1,218,784 


Total expenses 


Net operating income 
Miscellaneous income charges .... 
Interest charged construction-cr. .. 


Net operating earnings 


Related to a net investment intra- 
state rate base of $22,941,914 consist- 
ing of the average investment in plant 
in service, property held for future 
telephone use, and material and sup- 
plies, less the average depreciation re- 
serve, the net operating earnings of 
$1,210,856 (excluding interest during 
construction-cr.) produces a rate of 
return of 5.28 per cent for the twelve 
months ended March 31, 1951. 

During the period covered by the 
above figures the directory advertis- 
ing rates of the applicant increased in 
certain exchanges due to a regrouping 
of exchanges. The application of these 
new advertising rates to the full twelve 
months ended March 31, 1951, would 
increase the Utah intrastate revenues 
by $20,600. Against this is an esti- 
mated increase of $2,200 in directory 
expense. 

A wage increase for the employees 
of the applicant became effective June 
1, 1950. A further wage increase of 
10 per cent went into effect in June, 
1951. The full effect of the June, 
1950, wage increase is not reflected in 
the figures shown above, nor is the 
effect of the June, 1951, increase re- 
flected at all. The higher wage level 
also causes an increase in relief and 
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pension expense and in social security 
taxes. 

[14] The Federal income tax in- 
cluded in the above figures was com- 
puted on the basis of the tax rates in 
effect during the period covered.* A 
new tax bill is before the Congress at 
the present time. It appears fairly cer- 
tain that the new tax rate on corpora- 
tions will be 52 per cent, compared 
with the present rate of 47 per cent. 
In view of the pending change in the 
tax rate it appears to the Commission 
that our determination of the appli- 
cant’s revenue requirements should be 
predicated upon a 52 per cent tax rate. 

After giving effect to the increased 
wages and other items referred to 
above, including the use of a 52 per 
cent Federal income tax rate, the ad- 
justed results of Utah intrastate opera- 
tions for the twelve months ended 
March 31, 1951, are as follows: 
$11,047,851 

9,028,133 
665,089 
14,809 
518,715 
10,226,746 


821,105 
27,605 


$793,500 


Operating revenues 

Operation and maintenance ex- 
OEE 

Taxes, other than income 

Taxes, state income 

Taxes, Federal income .......... 


Total expenses 


Net operating income 
Miscellaneous income charges .... 


Net operating earnings ........ 


[15] Interest during construction 
has been excluded from the above fig- 
ures for the reason that the Commis- 
sion excluded telephone plant under 
construction from the rate base. 

[16] Senator Lorenzo E. Elggren, 
representing the Consumers Welfare 
League of Utah, interrogated company 
witnesses at some length with respect 


to applicant’s advertising expenses 
and the amount expended by applicant 
for membership fees and dues in busi- 
ness organizations and social clubs, 
The Commission is of the opinion that 
a moderate amount of this type of 
expense is necessary in order that ap- 
plicant may fully inform the public on 
the availability of service and the 
proper use of its facilities and to keep 
itself in touch with public activities in 
the communities in which it serves so 
that it may fully apprehend the chang- 
ing requirements of the public for 
service. In view of applicant’s rapidly 
growing expenses and its need for 
additional net revenues, the Commis- 
sion is of the opinion that applicant 
should carefully control the amount 
expended for advertising and for mem- 
bership fees and dues so that no ex- 
penditures will be made in these cate- 
gories except those reasonably neces- 
sary to fully serve the public. 

The Commission finds that the ad- 
justed operating figures set forth 
above covering the period described 
should be adopted and used in deter- 
mining the amount of increased reve- 
nues which the applicant requires. 

9. The application of a 6.25 per cent 
rate of return to the rate base of $22,- 
962,644 hereinbefore found produces 
an allowable return of $1,435,165. The 
determination of the increase in gross 
revenues required to leave the return 
specified is as follows: 


$1,435,165 
793,500 


$641,665 
$1,378,931 


Return at 6.25 per cent : 
Earnings as adjusted for test period 


Deficiency in return 
Deficiency in gross revenues 


The difference between the defi- 





3The tax rate for a taxable year ending 
prior to July 1, 1950, was 38 per cent; for the 
calendar year 1950 it was 42 per cent; and 
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for taxable years beginning on or ae 
1, 1950, the rate under the present law is 4 
per cent. 
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ciency in return and the deficiency in 
gross revenues represents the addi- 
tional Federal income tax, state in- 
come tax, and license contract fee that 
the applicant will have to pay under 
the higher level of revenues. 

It is appropriate to point out that 
when an increase in the rates of a 
utility is necessary under current con- 
ditions the actual benefit to the utility 
is much less than the additional cost 
to the telephone user. Out of each 
dollar of increased revenues the appli- 
cant can retain less than 50 cents as 
net earnings. The difference goes 
largely to the United States Govern- 
ment in the form of income tax. In 
addition the subscriber must pay ex- 
cise taxes on his telephone service and 
the higher his telephone bill is the more 
excise tax he must pay. Thus taxes 
constitute a substantial part of the to- 


tal telephone bill which each telephone 
subscriber must pay. 


Conclusion 


Based upon the foregoing findings 
the Commission concludes that the ap- 
plicant should be permitted to increase 
its rates in the state of Utah for intra- 
state telephone service in an amount 
not exceeding $1,378,931 annually 
when applied to the volume of business 


during the twelve months ended March 
31, 1951. 

In granting this increase the Com- 
mission is fully cognizant of the un- 
satisfactory service which many of the 
applicant’s subscribers are receiving, 
and the further fact that many poten- 
tial users experience a long delay in 
securing service. It is to be under- 
stood that the applicant will intensify 
its efforts to satisfy the requirements 
of the telephone using public. 


ORDER 


Now, therefore, based upon the 
foregoing findings and conclusion, it 
is hereby ordered, that The Mountain 
States Telephone and Telegraph Com- 
pany may submit for the Commission's 
approval a new schedule of rates for 
intrastate telephone service in Utah 
designed to produce not more than 
$1,378,931 annually in additional 
revenues when applied to the volume 
of business during the twelve months 
ended March 31, 1951. 

It is further ordered, that the sched- 
ule of rates submitted shall conform 
with the intent of the foregoing find- 
ings and of this order, and when ap- 
proved by the Commission may be filed 
to take effect on not less than five days’ 
notice to the Commission and the 
public. 
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FEDERAL POWER COMMISSION 


Re Interstate Light & Power Company 
(Wisconsin) et al. 


Opinion No. 215, Docket No. E-6252 
July 12, 1951; rehearing denied August 27, 1951 


ROCEEDING to determine whether Commission has jurisdic- 
tion over rates for sale for resale of electricity to municipal 
plants; jurisdiction asserted and filing of rate schedules ordered. 


Interstate commerce, § 34.1 — Scope of Federal Power Act — Company trans- 

mitting power. 

1. A power company owning and operating a high-voltage line over which 

electricity is regularly transmitted, from the point of purchase at wholesale 

at the state line, for consumption within the state where it operates is a 

“public utility” within the meaning of § 201 of the Federal Power Act, 16 

USCA § 824, p. 123. 

§ 13 — Jurisdiction of Federal Power Commission — Interstate sales for 
resale — Electricity. 

2. Sales of electricity at a state line, for transmission through high-voltage 

lines of a company which steps down the voltage and sells the electricity 

to municipal plants, are sales for resale in interstate commerce subject 

to the jurisdiction of the Federal Power Commission under the rate 

provisions of §§ 205 and 206 of the Federal Power Act, p. 123. 


§ 13.4 — Jurisdiction of Federal Power Commission — Resale of inter- 
state power to municipal plants. 

3. The jurisdiction of the Federal Power Commission extends not only to 

the regulation of rates for the sale of interstate electricity at a state line, at 

high voltage, but also to its resale by the purchasing company, at a reduced 

voltage, to municipal plants for resale to their customers, p. 124. 


Interstate commerce, § 22 — Electricity — Status after passing state line. 
4. Electricity sold at a state line, at high voltage, retains its interstate 
character after its receipt by a company which reduces the voltage and 
sells it to municipal plants, p. 124. 


Electricity, § 2.1 — Jurisdiction of Federal Power Commission — Distribution 
facilities. 

5. Lines, meters, and other equipment used by a company purchasing elec- 
tricity at a state line, in making deliveries and sales to retail customers as 
well as to municipal plants for resale, are not exempt from regulation by 
the Federal Power Commission as facilities used in local distribution within 
the meaning of § 201(b) of the Federal Power Act, 16 USCA § 824(b), 
p. 124. 


Electricity, § 2.1 — Jurisdiction of Federal Power Commission — Electricity resold 
to municipal plants. 
6. Sales of interstate electricity to municipalities for resale are within the 
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coverage of Part II of the Federal Power Act and are subject to the 
jurisdiction of the Federal Power Commission, p. 126. 


APPEARANCES: Cyrus’ Erickson, 
Minneapolis, Minnesota, for respond- 
ent, Interstate Light and Power Com- 
pany (Wisconsin) ; William E. Tork- 
elson, Chief Counsel, Madison, 
Wisconsin, for Public Service Com- 
mission of Wisconsin; Honorable 
Thomas E. Fairchild, Attorney Gen- 
eral, and Stewart G. Honeck, Madison, 
Wisconsin, for state of Wisconsin; 
Francis R. Bell, Leonard Eesley, and 
A. R. Spalter, for staff of the Federal 
Power Commission. 


By the Commission: The basic is- 
sue in this case is whether the Com- 
mission’s jurisdiction extends to the 
rates for the sale for resale of electric 
energy to four Wisconsin municipal- 
ities. 

Until July 1, 1950, the sales in ques- 
tion were made by Interstate Light and 
Power Company (Wisconsin) [Inter- 
state of Wisconsin] through electric 
properties known as its Platteville Di- 
vision system located in two counties 
in southwest Wisconsin. As of that 
date, Wisconsin Power and Light 
Company (Wisconsin Power), with 
our approval, acquired the Platteville 
system properties and facilities of In- 
terstate of Wisconsin; terminated its 
purchase of energy from Interstate of 
Wisconsin; and without changing 
system operations or the out-of-state 
source of practically the entire energy 
requirements of the Platteville Division 
continued the sales for resale to the 


four Wisconsin municipalities of 
Hazel Green, Benton, Cuba City, and 
Shullsburg.? 

Our show cause order of December 
6, 1949, initiating this proceeding and 
designating Interstate of Wisconsin as 
respondent, resulted from that com- 
pany’s failure and refusal to file its 
schedules of rates and charges for serv- 
ice to Wisconsin Power and the four 
municipalities. Subsequently, by order 
entered May 19, 1950, and in view of 
Wisconsin Power’s proposed acquisi- 
tion of the Platteville Division of In- 
terstate of Wisconsin, we designated 
Wisconsin Power as an additional re- 
spondent, and ordered it to show cause 
why, if, and when it acquired the 
Platteville Division, it should not file 
rate schedules for its energy sales to 
the municipalities. 

While the record in this proceeding 
closed on June 9, 1950, we may and do 
take official notice of the report of 
Wisconsin Power filed July 31, 1950, 
in Re Wisconsin Power & Light Co. 
Docket No. E-6282, disclosing that its 
succession to ownership and operation 
of the Platteville Division property and 
facilities took place as of midnight June 
30, 1950, “pursuant to” our prior 
order issued June 21, 1950. That 
order required the parties to the trans- 
action to adhere to the terms and con- 
ditions of Wisconsin Power’s applica- 
tion filed March 31, 1950, including, 
among others, the following: that 
upon acquisition of the properties Wis- 





1Up to July 1, 1950, an additional sale for 
resale was made by Interstate of Wisconsin 
to Wisconsin Power and Light Company. 

2Interstate of Wisconsin also owns and 
operates in the state of Wisconsin two other 
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electric properties known as the Prescott and 
Somerset Divisions. These properties are not 
interconnected with the Platteville system and 
are not relevant to this proceeding. 
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consin Power would continue to obtain 
its energy requirements for the opera- 
tion of such. system from the same 
source, i. e., the Galena, Illinois, steam 
plant of Interstate Light and Power 
Company (Illinois) [Interstate of II- 
linois], for a period of at least two 
years and that it would own, maintain, 
and operate such facilities as its prede- 
cessor, Interstate of Wisconsin, had 
theretofore. 

Although made a respondent in this 
proceeding, Wisconsin Power made no 
appearance at the hearing and pre- 
sented no evidence on its behalf, having 
advised the Commission in connection 
with its written response to the order 
to show cause that it could not attend 
and in any event had no evidence to 
present. Interstate of Wisconsin and 
the intervenors, i. e., state of Wiscon- 
sin and the Public Service Commission 
of Wisconsin, did, however, appear 
and offered evidence, as did our staff. 


Energy Supply and System 
Operations 


With the exception of a small 
amount of energy supplied by Wiscon- 
sin Power,’ the source of all of the 
energy requirements of the Platteville 
Division is the steam-electric generat- 
ing plant at Galena, Illinois, owned and 
operated by Interstate of Illinois * until 
July 1, 1950, and since then by North- 
western Illinois Gas & Electric Com- 
pany. This energy is transmitted from 
Illinois to customers in Wisconsin, in- 
cluding the four municipalities and 


Wisconsin Power, by means of 34.5- 
kilovolt lines originating at the Galena 
plant and terminating in Wisconsin, 
appurtenant transformer and switching 
substation equipment, and other facili- 
ties located inWisconsin. 

More specifically, the Illinois-gener- 
ated energy is transmitted over one of 
the 34.5-kilovolt lines, known as line 
No. (1), from Galena, Illinois, to 
the Platteville substation in Wiscon- 
sin, a distance of 8.52 miles in Il- 
linois and 18.27 miles in Wisconsin, 
via the Hazel Green and Cuba City 
substations in Wisconsin ; and over the 
other 34.5-kilovolt line, known as line 
No. (2), from Galena, Illinois, to the 
Shullsburg substation in Wisconsin, a 
distance of 8.17 miles in Illinois and 
12.93 miles in Wisconsin, also via the 
Hazel Green substation. The owner- 
ship of the lines divides at the IIlinois- 
Wisconsin state line where, up to 
July 1, 1950, Interstate of IIlinois 
sold the energy to Interstate of Wis- 
consin for resale to the four munici- 
palities and Wisconsin Power, and 
where since then the sale has been 
made by Northwestern Illinois to 
Wisconsin Power. 

Wisconsin Power, the only customer 
receiving service at 34.5 kilovolts, was 
served directly from line No. (1) at 
two points: near Platteville substation 
by means of a 34.5-kilovolt tie-line of 
0.63 mile connecting with the Platte- 
ville substation, and at Darlington, by 
means of an additional 34.5-kilovolt 
line, 17.08 miles in length, from a point 





8 For example, during 1948 and 1949, the 
aggregate amount of energy supplied by Wis- 
consin Power amounted to just over 5 per cent 
of the total electric energy on the Platteville 
system, and during several months of each 
year that system received no energy from Wis- 
consin Power. This energy was supplied main- 
ly to meet emergency situations and to facili- 
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tate maintenance work on the Platteville Divi- 
sion. 

4 The generating, transmission and distribu- 
tion properties of Interstate of Wisconsin and 
Interstate of Illinois, both subsidiaries of 
Northern States Power Company, were placed 
in operation in 1910 and have since been oper- 
ated as a single unit. 
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of connection with line No. (1) near 
Cuba City to Darlington. 

All other customers receive service 
at 4 kilovolts. Thus, at the Hazel 
Green substation, the energy is stepped 
down from 34.5 kilovolts to 4 kilo- 
volts and over 4-kilovolt lines of 3 and 
6 miles, respectively, the energy is 
transmitted to the city limits of Hazel 
Green and Benton. At the Cuba City 
substation the energy on line No. (1) 
‘js stepped down to 4 kilovolts and 
over a line extending approximately 3 
miles is transmitted at that voltage to 
the city limits of Cuba City. At the 
city limits of each of these municipal- 
ities, the energy it metered and sold to 
the municipality, which then steps 
down the energy to local distribution 
voltage for sale to its customers. At 
the Shullsburg substation the energy 
on line No. (2) is also stepped down 
to 4 kilovolts and metered and sold to 
the city of Shullsburg at an intercon- 
nection in the substation. The city, in 
turn, transforms the energy to 230 or 
115 volts for use by its customers. 


The wholesale sales to Wisconsin 
Power and to the municipalities were 
substantial in amount. For example, 
in the two years of 1948 and 1949, the 
energy sold to Wisconsin Power to- 
taled 759,900 kilowatt hours; to Ben- 
ton, 1,210,600 kilowatt hours ; to Cuba 
City, 3,774,432 kilowatt hours; to 
Hazel Green, 949,500 kilowatt hours; 
and to Shullsburg, 2,722,900 kilowatt 
hours. 

As hereinabove pointed out, begin- 
ning July 1, 1950, Wisconsin Power 
took over the sales to the municipalities 
and the retail service which Interstate 
of Wisconsin had theretofore rendered 
in the Platteville Division. At that 
time, the Illinois properties of Inter- 


123 


state of Illinois used in supplying the 
requirements of the Platteville Divi- 
sion were acquired, with our approval, 
by Northwestern Illinois Gas & Elec- 
tric Company, and it is from that com- 
pany that the requirements of the 
Platteville Division have been pur- 
chased by Wisconsin Power at the II- 
linois- Wisconsin state line. 


Jurisdiction over the Wholesale Sales 


{1, 2] The rate provisions of 
§§ 205 and 206 of the act, 16 USCA 
§ 824d, e, apply to every “public 
utility.” A “public utility” is defined 
in § 201(e), 16 USCA §824(e), to 
mean any person who owns or operates 
“facilities subject to the jurisdiction of 
the Commission.” Such facilities are 
defined in § 201(b) as “all” facilities 
for the “transmission of electric energy 
in interstate commerce” or for the 
“sale of electric energy at wholesale in 
interstate commerce.” “Transmission 
. . . in interstate commerce” is de- 
fined in §201(c): “electric energy 
shall be held to be transmitted in inter- 
state commerce if transmitted from a 
state and consumed at any point out- 
side thereof... .” Section 201(d) 
provides that the term “‘sale of electric 
energy at wholesale” means “a sale of 
electric energy to any person for re- 
sale.” 

The foregoing definitions make it 
obvious that by reason of the owner- 
ship and operation of the Wisconsin 
portion of the 34.5-kilovolt line alone, 
to say nothing of the 4-kilovolt lines, 
over which electric energy is regularly 
transmitted from Illinois for consump- 
tion in Wisconsin, Interstate of Wis- 
consin until July 1, 1950, was, and 
Wisconsin Power now is, a “public 
utility” subject to the Commission’s 
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jurisdiction under Part II of the act.® 
Additionally, it is clear to us as a result 
of the facts we have just reviewed re- 
garding the generation, transmission, 
and sale of the Illinois-generated 
energy that the sales of electric energy 
to Wisconsin Power and the four 
municipalities by Interstate of Wis- 
consin up to July 1, 1950, and by Wis- 
consin Power to the four municipalities 
since then have been, and are, sales for 
resale in interstate commerce subject to 
our jurisdiction under §§ 205 and 206; 
and we so find. 

[3-5] Nevertheless, it is contended 
by Interstate of Wisconsin, Wiscon- 
sin Power, and the intervenors that 
the Commission’s jurisdiction extends 
only to the sale at the state line and to 
no sale which is made subsequent 
thereto. The arguments advanced in 
support of this contention are not new. 


We have considered and rejected them 
in other proceedings. Accordingly, we 
review them only briefly. 

First, it is argued that “after the 
electric energy has been received . . . 
in the state of Wisconsin such energy 
is no longer in interstate commerce so 


as to give the . . . Commission ju- 
risdiction over rates . . . either at re- 
tail or at wholesale.” The decisions 
of the courts negative this contention. 
Illinois Nat. Gas Co. v. Central Illinois 
Pub. Service Co. (1942) 314 US 498, 
86 L ed 371, 42 PUR NS 53, 62 S 
Ct 384. The facts in the Illinois Nat- 
ural Gas Case pertaining to the move- 
ment, pressure, and sale of natural gas 
parallel the facts in the case at bar con- 
cerning movement of electric energy at 
34.5 kilovolts, reduction of voltage to 


4 kilovolts, and sale to municipalities 
which in turn further reduce the volt- 
age to 230 or 115 volts for distribu- 
tion and resale purposes. The Illinois 
Natural Gas Case was cited with ap- 
proval in Federal Power Commission 
v. East Ohio Gas Co. (1950) 338 US 
464, 94 L ed 268, 82 PUR NS 1, 70S 
Ct 266, and held equally applicable 
to the construction of the Federal 
Power Act. Jersey Central Power & 
Light Co. v. Federal Power Commis- 
sion (1943) 319 US 61, 87 Led 1258, 
48 PUR NS 129, 63 S Ct 953. In the 
latter case the court at p. 71, 48 PUR 
NS at p. 136, stated: 

“. . . Subsection (c) defines the 
electric energy in commerce as that 
‘transmitted from a state and consumed 
at any point outside thereof.’ There 
was no change in this definition in the 
various drafts of the bill. The defini- 
tion was used to ‘lend precision to the 
scope of the bill.’ It is impos- 
sible for us to conclude that this defini- 
tion means less than it says and applies 
only to the energy at the instant it 
crosses the state line and so only to 
the facilities which cross the line and 
only to the company which owns the 
facilities which cross the line.” 

Second, it is argued by intervenors 
that the 4-kilovolt and 34.5-kilovolt 
lines, meters, and other equipment used 
in making the deliveries and sales to 
the municipalities and to Wisconsin 
Power are “facilities used in local dis- 
tribution,” as such are exempt from 
our jurisdiction by: § 201(b), and that 
therefore the sales made by means of 
such facilities are likewise exempt. In 
the view of intervenors, the fact that 





5 Interstate of Wisconsin concedes that by 
reason of its ownership of “the 34.5-kilovolt 
transmission lines” it “was a public utility in 
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retail customers are also served off the 
lines “conclusively establishes” their 
“function of local distribution.” * The 
same arguments were made by the 
same intervenors in Re Wisconsin 
Michigan Power Co. (1951) Docket 
No. E-6268, Opinion No. 213, 89 
PUR NS 97. What we there said, at 
p. 104, is applicable here: 

° nothing in the act makes our 
jurisdiction under Part II over sales of 
‘electric energy dependent upon the 
nature of the facilities involved in ef- 
fecting the sale. 

. [but] even if we assume, 
arguendo, that the nature of the facili- 
ties is relevant as indicating whether 
the sales are interstate commerce, and 
that some argument could be made 
that the facilities are, in a sense, dis- 
tribution facilities to the extent that 
they are used to serve large industrial 


{and other] customers at retail, by no 
stretch of the imagination can it be 
said that the [34.5-kilovolt and 4-kilo- 


are local dis- 


” 


volt] facilities 
tribution facilities. 

See also Re Florida Pub. Utilities 
Co. Opinion No. 189, decided January 
24, 1950. 

It is apparent from these arguments 
that the respondent utilities and in- 
tervenors fail to appreciate that the 
constitutional “gap” referred to in 
Rhode Island Pub. Utilities Commis- 
sion v. Attleboro Steam & Electric Co. 
273 US 83, 71 L ed 549, PUR1927B 
348, 47 S Ct 294, which the Federal 
Power Act was intended to fill, does 
not have reference only to sales at 


state lines, but has reference to all 
wholesale sales in interstate commerce 
whether the sale takes place at a state 
line or within a state and without re- 
gard for the kind of facilities used. 
Manifestly, the act would fall far 
short of its intended purpose if it did 
not extend to all such sales. While 
it is correctly urged upon us that Con- 
gress intended to preserve the constitu- 
tional power of the state, this argument 
loses sight of the fact that the states 
have no such powers in respect to 
wholesale sales in interstate commerce, 
which Congress intended to or could 
have preserved. Indeed, Congress’ 
awareness of the cases holding that 
states could regulate activities in inter- 
state transmission which were local in 
character, i. e., direct sales to local con- 
sumers (Pennsylvania Gas Co. v. Pub- 
lic Service Commission, 252 US 23, 
64 L ed 434, PURI920E 18, 40 S 
Ct 279), but were without power to 
regulate activities in interstate trans- 
mission which were national in charac- 
ter (Attleboro Case, supra), brought 
about passage of Part II of the act. 

Nothing we have said is affected by 
the reference of intervenors and Inter- 
state of Wisconsin to the predominant- 
ly local and intrastate character of the 
over-all operations of the Platteville 
Division. As was made clear in the 
Attleboro Case, supra, 273 US at p. 90, 
PUR1927B at pp. 353, 354: 

“. . . Nor is it material that the 
general business of the Narragansett 
Company appears to be chiefly local, 
while in the Kansas Natural Gas Co. 





6Line No. (2) is tapped along the route in 
Wisconsin to serve mine and other retail cus- 
tomers not served by the city of Shullsburg, 
such retail service being supplied through step- 
down transformers located between the tap on 
the 34.5-kilovolt line and the customer meters. 
The 4-kilovolt lines are also tapped at various 
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points along their routes to serve retail cus- 
tomers, principally farmers who are not served 
by the municipalities. Such retail service, like 
the retail service from Line No. (2), requires 
the use of step-down transformers located be- 
tween the 4-kilovolt tap and the customers’ 
meters to provide service at customer’s voltage. 
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Case (265 US 298, 68 L ed 1027, 
PURI924E 78, 44 S Ct 544) the 
company was principally engaged in 
interstate business. The test of the 
validity of a state regulation is not the 
character of the general business of the 
company, but whether the particular 
business which is regulated is essential- 


Nor are the views expressed here at 
variance with Connecticut Light & P. 
Co. v. Federal Power Commission 
(1945) 324 US 515, 89 L ed 1150, 58 
PUR NS 1, 65 S Ct 749. Interstate 
of Wisconsin is mistaken when it says 
that its “situation in the instant case is 
similar to that of Connecticut Light & 
Power Company” in that case. The 
facts in that case differ materially 
from those at bar. The Connecticut 


Company was not operating transmis- 
sion lines over long distances in inter- 


state commerce similar to Interstate of 
Wisconsin’s lines extending from its 
connections with Interstate of Illinois 
to the points of sale for resale. The 
court noted, 324 US at p. 521, 58 
PUR NS at p. 5, that Connecticut 
“owns no lines crossing the Connecti- 
cut boundary and does not connect with 
any other company at the boundary.” 
In short, the principal holding in the 
Connecticut Case seems to have been 
predicated upon the assumption that all 
of the company’s operations might be 


in local distribution. Clearly such an 
assumption is not permissible here. 
Even Interstate of Wisconsin concedes 
that it is a ‘‘public utility’”’ by reason of 
its ownership and operation of the 
34.5-kilovolt lines. 


[6] The final argument advanced 
to avoid the conclusion that the sales 
to the municipalities are not subject to 
our jurisdiction is advanced by Wis- 
consin Power. In exceptions filed to 
the presiding examiner’s intermediate 
decision,’ it contends that sales to 
municipalities are not within the pur- 
view of the act, for “sales at wholesale” 
are defined in § 201(d) as sales “to 
any person for resale,” whereas under 
a literal application of the definitions of 
“person” and “municipalities,” 
“municipalities’ are not “persons.” 
We have on several occasions consid- 
ered this same claim—most recently in 
the Wisconsin Michigan Case, supra. 
We adhere to our view that sales to 
municipalities for resale are within the 
coverage of Part II. Our reasons are 
fully set forth in Re California Electric 
Power Co. (1951) Opinion No. 212, 
89 PUR NS 359. We see no need to 
repeat here what we there said. 


An appropriate order will be entered. 
[Order omitted. ] 


DRAPER and SMITH, Commission- 
ers: We concur in the result only. 





7 After the hearings had been closed and 
briefs filed, the presiding examiner, on March 
14, 1951, filed an intermediate decision, in 
which he reached the same result we do in 


this opinion but for different reasons. Ex- 
ceptions were filed by all parties, including 
Wisconsin Power, to the presiding examiner's 
decision. 
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Re Laurel Line Transportation 


Company 


Application Docket No. 12086, Folder 13, Am-B 
July 30, 1951 


F gavage by motor carrier for authority to discontinue 
service over one of its routes; granted. 


Service, § 224.1 — Discontinuance by motor carrier — Effect on employees. 
1. Matters pertaining to the relation between a carrier and its employees, 
unrelated to the rendition of service, are not within the scope of jurisdic- 
tion of the Commission in its consideration of an application by the carrier 
for authority to discontinue part of its operation, p. 127. 


Service, § 260 — Discontinuance by motor carrier — Unprofitable route — Public 


convenience. 


2. A motor carrier was authorized to discontinue an unprofitable section 
of its route where such action appeared necessary and proper for the service, 
accommodation, convenience, and safety of the public and where the Com- 
mission concurrently was authorizing another carrier to render service 


in the same territory, p. 127. 


By the Commission: This matter 
comes before us upon application of 
Laurel Line Transportation Company, 
a common carrier, incorporated in the 
commonwealth of Pennsylvania, oper- 
ating scheduled bus service between 
Wilkes-Barre, Luzerne county, and 
Scranton, Lackawanna county, via the 
borough of Dupont, Luzerne county, 
seeking our approval of the abandon- 
ment of service between Wilkes-Barre 
and Dupont. 

Concurrently, Pennsylvania Grey- 
hound Lines, Inc., seeks approval at 
A. 34933, Folder 11, Am-C, Folder 
12, Am-E, and Folder 13, Am-E, of 
the removal of certain operating re- 
strictions so as to permit service in 
lieu of that proposed for abandonment. 


127 


At the hearing in this proceeding, 
counsel for applicant amended the ap- 
plication so as to include the discon- 
tinuance of through service between 
Wilkes-Barre and Scranton. 

[1,2] The applicant’s treasurer tes- 
tified that this carrier renders sched- 
uled service between Wilkes-Barre 
and Scranton via Dupont by two 
round trips daily; that approximately 
815 passengers use the service month- 
ly, most of whom are local riders be- 
tween intermediate points, and that 
the operation was conducted at an es- 
timated loss of $7,740 during 1950. 
Under cross-examination by counsel 
for the Brotherhood of Railway 
Trainmen, he stated that one full-time 
and one part-time employee are re- 
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quired to operate the busses, but upon 
abandonment the part-time employee 
may or may not be displaced. 


Counsel on behalf of the Brother- 
hood of Railway Trainmen entered a 
statement of record protesting the pro- 
posed discontinuance of service unless 
some provision is made for employ- 
ment elsewhere in the system for em- 
ployees who might be displaced or laid 
off by reason thereof. The statement 
was accepted by the examiner as a 
motion to be submitted to the Com- 
mission for its determination. Coun- 
sel for applicant opposed the motion. 

Adjudication of matters pertaining 
to the relation between a carrier and 
its employees, unrelated to the rendi- 
tion of service, is not within the scope 
of the jurisdiction of this Commission 
and the motion should be denied. 


After full consideration of the mat- 
ters and things involved and since con- 
currently we are granting Pennsyl- 
vania Greyhound Lines, Inc., at A. 
34933, Folder 11, Am-C, Folder 12, 


Am-E, and Folder 13, Am-E, approv- 
al of the inauguration of local bus 
service in lieu thereof, we are of the 
opinion and find that approval of the 
instant application is necessary or 
proper for the service, accommodation, 
convenience, or safety of the public; 
therefore, 

It is ordered: 

1. That the motion entered by 
counsel for the Brotherhood of Rail- 
way Trainmen be and is hereby de- 
nied. 

2. That approval of the application 
of Laurel Line Transportation Com- 
pany for the right to abandon sched- 
uled bus service on its Wilkes-Barre- 
Dupont route, all as fully described in 
the application, as amended, be and is 
hereby granted and that the Commis- 
sion order of June 24, 1939, and the 
certificate of public convenience issued 
thereunder, be amended by the dele- 
tion of the Wilkes-Barre-Dupont 
route and condition “Second” con- 
tained therein. 
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Industrial Progress 


A digest of information on new construction by pri- 

vately managed utilities; similar information relating 

to government owned utilities; news concerning prod- 

ucts, supplies and services offered by manufacturers; 
also notices of changes in personnel. 


Pacific Gas & Elec. to Spend 
$450,000,000 in 3-Year Period 


aciric GAs & Execrric Company, having 
oo $812,000,000 in the six years since 
World War II, now plans to spend $450,006,- 
000 in the years 1952 through 1954 to raise its 
postwar construction expenditures to more 
than $1,250,000,000 

Additional generating units at the Moss 
Landing, Contra Costa and Pittsburg, Cali- 
fornia, steam plants will cost a total of $136,- 
500,000 and increase capacity of the system by 
over a million kilowatts by the end of 1954. 
A new plant and storage reservoir at Bear 
River, costing $11,000,000 will expand the 
company’s hydroelectric facilities. Other ma- 
jor expenditures include approximately $100,- 
000,000 for extensions of the electric and gas 
distribution systems. 


Sisson Made Power Industry 
Manager 
W 


ILLIAM H, Sisson has been named power 

industry manager for Minneapolis- 
Honeywell Regulator Company, it was an- 
nounced by William H. Steinkamp, field sales 
manager of the company’s Brown Instruments 
Division. . 

Mr. Sisson, who was formerly industrial 
manager of the company’s Indianapolis office, 
will promote product sales in the central sta- 
tion and power fields and will make his head- 
quarters at Philadelphia. 

George M. Rossiter is being transferred 
from the Milwaukee office to Indianapolis 
where he will become industrial manager suc- 
ceeding Mr. Sisson. 


Westinghouse Offers New Low 
Height Self-Supporting Arrester 


A™ low height station type self-support- 
ing arrester varying in ratings from 
195 through 242 kv is available from the West- 
inghouse Electric Corporation. Designed to 
eliminate the expense of supporting structure 
and bracing insulators, the assembly utilizes a 
spiral stair-case pattern. The assembly is de- 
signed for the protection of station equipment 
where space limitation is critical. 

A complete single-pole arrester consists of 
a series of type SV arrester units mounted 
spirally between supporting columns of stand- 
ard apparatus insulators. This arrangement 
considerably reduces the height of the arrester, 
providing the additianal head room so often 
needed in substations. In addition, it is said 


to cut the assembly and maintenance time to 
a minimum. 

For further information, write the West- 
inghouse Electric Corporation, Box 2099, Pitts- 
burgh 30, Pennsylvania. 


Gulf States Utilities ‘To 
Spend $77,000,000 


ULF States UrtiLities ComMPANy has 

raised to $77,000,000 its scheduled con- 
struction expenditures for the years 1951 
through 1953. This is nearly $15,000,000 above 
the estimate made earlier this year. 

Of the new three-year total, approximately 
$20,500,000 will be spent this year, $30,000,000 
in 1952 and $26,500,000 in 1953. So far this 
year the company has placed in service a 60,- 
000-kilowatt generating unit at its Neches sta- 
tion in Beaumont, Texas, and a 15,000-kilowatt 
unit at the Louisiana station in Baton Rouge. 
In addition, it has completed a 138,000-volt 
transmission line spanning the system from 
east central Texas to Baton Rouge. 

Next April the company will install a 60,- 
000-kilowatt unit at Neches. In 1953, another 
100,000 kilowatts of capacity will go into op- 
eration at the Louisiana station, and an addi- 
tional 40,000 kilowatts are scheduled there for 
1954. By March, 1954, the first 60,000-kilowatt 
unit will be installed at the projected Nelson 
station near Scott, Louisiana. This expansion 
will raise the company’s generating capacity 
to 740,550 kilowatts by the end of 1954, almost 
double the total as of last December 31. 


Texas Eastern Publishes New 
Employee-Stockholder 
Magazine 


4s - publication of The Inch, a new maga- 
zine for employees and stockholders of 
Texas Eastern Transmission Corporation was 
announced recently by R. H. Hargrove, presi- 
dent. The magazine will carry news about 
Texas Eastern employees and operations, as 
well as articles about the companies with 
which Texas Eastern does business and in- 
(Continued on page 34) 
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formation about the communities and areas 
where the company operates. 

Many illustrations are used throughout the 
magazine. The feature story in the initial issue 
of the magazine, “B slueprints to Reality,” tells 
of Texas Eastern’s $114,000,000 expansion 
program which is presently underway in Mis- 
sissippi, Alabama, Tennessee, and Kentucky. 

In addition to the quarterly publication, an 
interim issue of The Inch prepared exclusively 
for employees will also be published quarterly 
but will be issued between the publication 
dates of the larger edition. 

Texas Eastern’s new magazines are pro- 
duced by the Public Relations Department 
under the supervision of Jack Clarke, director 
of public relations. Leon M. Sipes is editor of 
The Inch and Travis K. Hickman is editorial 


assistant. 


West Penn Power to Add Huge 
Unit at Springdale Station 


ONSTRUCTION of a large addition to West 

Penn Power Company’s Springdale gen- 
erating station will be started in the near 
future, president P. H. Powers, announced 
recently. The new steam turbo-generator to 
be installed is the station’s eighth unit. Ex- 
pected to have an effective capacity of about 
135,000 kilowatts, it will materially reinforce 
the power supply so vital to this important 
industrial area. 

The company now supplies nearly 325,000 
users of electric light and power in 8,700 
square miles of western and central Pennsyl- 
vania. It is an important and integral part of 
the West Penn Electric system which also in- 
cludes Monongahela Power Company operat- 
ing principally in West Virginia, and The 
Potomac Edison Company operating in Mary- 
land and three adjoining states. 

The new addition, which will cost about 
$18,000,000 on the basis of preliminary esti- 
mates, is expected to be ready for operation 
in October .1953. 


Booklet on Aerial Surveys 


> AERIAL SURVEY Corporation has is- 
sued a new booklet, * ‘Aerial Surveys and 
Maps for Photographs,” explaining aerial sur- 
veys in simple and non-technical language. 
Public utility companies will be especially 
interested in the plan and profile map ex- 
plained on page 15. This map shows three 
types of detail of an area: an actual aerial 
photograph, a planimetric map, and a graph 








SALE 


DRESSER ‘COUPLINGS 


New, nthe” c ondition 
Packed Single in Wooden Cases. Size 8” x 24” .. 


F.O.B. 
$1 8.75 ea. Laurel, Md. 
Sleeves, steel weld W-Bit-Gsk, 
W-Lead Hiarom Gaso Dresser 


NATIONAL ENTERPRISES 
20th & K Sts., N.W., Washington, D. C. 


. Style 40 
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that shows continuous elevations along a 
plotted line. 

Every type of transmission line and trans- 
portation route can be engineered from this 
map. It is coneaialiiy valuable for highway re- 
location and highway right-of-way purchas- 
ing, and for railroad location, pipelines, park 
locations, facts for legal proceedings, estimat- 
ing, and power lines. When telephone and 
teleg raph lines are laid out from the strip 
map, often the poles are drawn right in place, 
and the number of poles and the height of 
each one can be accurately computed. 

Copies of the booklet may be obtained, 
without charge, from Abrams Aerial Survey 
Corporation, 606 East Shiawasse street, Lan- 
sing 1, Michigan. 


Long Island Lighting Has 
$136,000,000 Program 


HE Lonc Istanp LicHTING CoMPANy plans 

to spend $136,000,000 on expansion between 
September 15, 1951, and the end of 1954, Rob- 
ert G. Olmsted, the company’s financial vice 
president, disclosed at a recent meeting of the 
New York Society of Security Analysts. 

In the last half of next year, Mr. Olmsted 
reported, Long Island Lighting will convert 
80,000 of its gas customers, about one-third of 
the total, to straight natural gas. The conver- 
sion will cover 85 per cent of the company’s 
operating area. 

Discussing the growth of the company’s 
territory, Mr. Olmsted said the population has 
expanded 50 per cent since World War II and 
that industrialization is also increasing. To 
accommodate this new demand, he said, the 
company will nearly double its generating ca- 
pacity by the time the $136,000,000 program is 
completed. 


G-E Appointment 


FE, CHESTER VARNUM has been appointed 
¢ production manager of General Elec- 
tric’s small turbine and supercharger depart- 
ment, Fitchburg, Massachusetts, according to 


an announcement by F. S. Kohl, general 


manager. 


Central Hudson Gas & Elec. to 
Build $11,000,000 Unit 


sb board of directors of Central Hudson 
Gas & Electric Corporation has approved 
the construction of a second 60,000 kilowatt 
unit at the Danskammer Point steam station, 
six miles north of Newburgh on the west bank 
of the Hudson river. The Defense Electric 
Power Administration has authorized con- 
struction of the new $11,000,000 unit. 

Foundation work on the unit will begin next 
summer, and upon its scheduled completion in 
mid-1954, the new unit will bring the in- 
stalled generating capacity at Danskammer 
Point to 120,000 kilowatts with a capability 
of 132,000 kilowatts. 

The total investment at the site will be ap- 

(Continued on Page 36) 
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JEBEC HYDRO-ELECTRIC COMMISSION 
Montreal, Canada 


USES THE PECE - 
tS eville 


ILTERNATOR SYSTEM 


This forward-looking organization is 2 dower radio maintenance costs 

nother one of the many Public Utilities ~*~". -more consistent radio operation 
* 0 advantages of ‘the L-N There are L-N Alternator Systems rated at 
ee ee ‘50 amps. and 80 amps. for 6-volt systems; 

Un your two-way radio cars and trucks tee 60 to 150 amps. for 12-volt systems. 

‘ rom ol eg ae high "ee For all the facts, write The Leece-Neville 
CAN AEE STS WHE Give you; Company, Cleveland 14, Ohio. Automotive 
25 to 35 amperes with engine idling Electric Equipment for Over 40 Years. 
new freedom from battery troubles Distributors in principal cities 
longer battery life ... Service Stations everywhere. 


BE SURE TO SPECIFY LEECE-NEVILLE 


ALTERNATOR SYSTEMS * GENERATORS « STARTING MOTORS 
"ACP REGULATORS « SWITCHES ¢ FRACTIONAL HP MOTORS 


Neville «<2 SP = am SS FS de oS 


MARINE INDUSTR 
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proximately $24,000,000 with the installation 
of the second unit. 

Burns & Roe, Inc., of New York city has 
been retained as engineers to design the sec- 
ond unit and to supervise construction. 


New Cleveland Model amps, 
Backfills, As It Travels 


HE CLEVELAND TRENCHER COMPANY’S 

“Model 80” is a one-man-operated machine 
that tamps, backfills, lays pipe, unloads, and 
handles pipe, sheathing, etc. and does all types 
of light crane work, according to a recent an- 
nouncement. It is designed to perform these 
operations better, faster, and cheaper than 
methods generally used heretofore. 

The versatile machine is mounted on a 
crawler having 24 separate travel speeds, rang- 
ing from one foot per minute up to 23 miles 
per hour, coupled with high stability and ut- 
sell maneuverability, Three-way simultane- 
ous action—it tamps, as it backfills, as it travels 
—makes for unusual speed and efficiency in 
these operations. 

The Model 80 tamps while traveling either 
along the side of the trench or straddling it. 
The tamper delivers a 380 ft.-lb. blow, 45 times 
each minute, compacting the earth in layers 
that are 3 to 4 times thicker than is practical 
by air or hand tamping. Because its compact- 
ing ability is so great, pavement may be relaid 
immediately without danger of settling. 


The Model 80’s backfiller is a conventional 
drag-line type with a telescopic boom. Elimina- 
tion of all excess weight permits use of the 
model 80 with complete safety over sidewalks 
and lawns. It backfills from either side of 
trench, from the side on which spoil bank is 
located or from the opposite side. This versatil- 
ity makes it usable oh practically every trench 
job. 

The strong, power-operated boom lays pipe 
with extraordinary efficiency and speed. All of 
the light crane duties involved in trench opera- 
tions are within the scope of the Model 80. 
Without extra counterweights, it will lift a 
weight of 6,000 pounds, located 3 feet from the 
edge of the crawler track. Standard boom sec- 
tions are extendable to 15 feet. 

The Model 80 is also available as a back- 
filler-side crane only, with provision made for 
the addition of the tamper unit at a later date. 
Complete informati6n on the Model 80 may be 
obtained from The Cleveland Trencher Co., 
20100 St. Clair Avenue, Cleveland, Ohio. 


A New Link-Belt Book on 
Power Plant Coal Handling 


A ash handling equipment for power plants, 
has been published by Link-Belt Company, 
Chicago, and is now available for distribution. 

The book contains helpful layout drawings 


(Continued on Page 38) 


NEW 44-page book No. 2410 on coal and 








The addition of offset-lithog- 
raphy presses to our facili- 
ties for letter-press printing 
makes our service to utility 
companies more impressive 
than ever before. 

We are available 24 hours 















SINCE 








a day, 7 days a week... 
because we know that our : 
ultimate test is achieving the ‘ 
highest standards of quality 
within the limits of your 
deadline. 


CONFIDENTIAL 
SERVICE 
1920 





ORG | 


_ PRINTING co., tie. 


- 80 or _ NEW YORK _ N.Y. 
















Chicago Associate tondon Associate 
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Power plants of Commonwealth design are engineered to keep invest- 
ment at a minimum and operating efficiency high by close coordina- 
tion of structural, mechanical and electrical design. 

Over 40 years of experience in the technical needs of public utilities 
gives Commonwealth the ability and know-how to assure efficient, 
economical service for today’s expansion programs. Commonwealth 
engineers are now engaged on plant addition programs totalling 
about $90,000,000. 


Let us show you how our consulting and design services may contribute to your economy and 
efficiency of operations. Write for our booklet describing the services of Commonwealth Asso- 
ciates. Address: Commonwealth Services Inc., Department E5, 20 Pine Street, New York 5, N.Y. 
INVESTIGATIONS © REPORTS © FINANCING * ACCOUNTING © SYSTEMS © TAXES © INSURANCE 
PENSIONS * RATES © DEPRECIATION * VALUATIONS ©* DESIGN AND CONSULTING ENGINEERING 
METERING © PURCHASING © INDUSTRIAL AND PUBLIC RELATIONS * MERCHANDISING * ADVERTISING 


omMMONWEALTH “AND KoMMON WE sept 
¥ pvicEs: INC: ssociATE 
a 


< ARY 
CERING suBs:O!A 
enGin 





20 PINE STREET NEW YORK 5, N. Y. HANOVER 2-0170 


7 HAYES STREET JACKSON, MICH. 1025 CONNECTICUT AVE. N.W. WASHINGTON 6, D.C. 
DIAL 8121 STERLING 3363 


ABILITY+ EXPERIENCE * RESOURCEFULNESS + RESULTS 
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and interesting photographs of actual installa- 
tions. It is truly a book of ideas and sugges- 
tions for solving the coal and ash handling 
problems of today’s power plants. 

The pictures include installations at both 
large and small public utility, industrial and 
public building power plants. 

And they show installations at new power 
plants as well as boiler houses that were mod- 
ernized, enlarged or improved after the original 
installation. 

There are sections in the book on unloading 
coal, auxiliary unloading, coal storage and re- 
claiming, crushers, transporting and distribut- 
ing equipment, ash handling, and water intake 
screens. 

A copy of new Book No. 2410 will be sent 
to any interested reader upon request. 


Elliott Appointment 


J S. AskeEy has joined the staff of the EI- 
¢ liott Company, Ridgway Division, Ridg- 
way, Pennsylvania, as assistant works manager. 
Mr. Askey was formerly superintendent of 


———— 
. 


manufacture, Transportation and Generator 
Division of the Westinghouse Electric Cor- 
poration, East Pittsburgh, Pennsylvania. His 
previous experience includes both engineering 
and manufacturing supervision of coils and 
insulation of large rotating electrical appara- 
tus as well as mica products. He has several 
patents in the field of windings and insulation 
and has published numerous papers and tech- 
nical articles. 


Worthington Issues Bulletin on 
Vertical Propeller Pumps 


A NEW bulletin W-314-B2 on vertical pro- 
4 peller pumps for flood control, drainage, 
irrigation, and similar low head services is an- 
nounced by Worthington Pump and Machinery 
Corporation, Harrison, New Jersey. 

It contains cross section drawings, dimen- 
sions, and a discussion of recommended clear- 
ances for the pumps. 

A request on company letterhead will bring 
you a copy of this bulletin. 
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Glore, Forgan & Co. 
Carl M. Loeb, Rhoades & Co. 
Shields & Company 





November 9, 1951 





This announcement is neither an offer to sell nor a solicitation of an offer 
to buy any of these securities. The offering is made only by the Prospectus. 


100,000 Shares 


Long Island Lighting Company 
Preferred Stock, 5.25%, Series A 
(Par Value $100 Per Share) 


Price $100 per Share and accrued dividend 
Copies of the Prospectus may be obtained in any State from only suck 
of the undersigned as are registered dealers in securities in such State. 


W. C. Langley & Co. 
Hemphill, Noyes, Graham, Parsons & Co. 


Paine, Webber, Jackson & Curtis A.C.Allyn andCompany Coffin & Burr 
Incorporated Incorporated 


Salomon Bros. & Hutzler 
W. E. Hutton & Co. 
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Pr cocrig s0c8 
...you can depend on 


Whether you’re putting up poles, lugging 
cable, or hauling men and equipment .. . 
you'll find Dodge trucks keep gas, oil and 
maintenance costs at low, low level the year 
round! 


Take the Dodge Power-Wagon, for example. 
Its rugged, 94-H.P. engine gives you plenty 
of get-up-and-go for your toughest trips— 
yet squeezes a whale of a lot of mileage from 
every gallon of gas. 


In a Dodge truck you'll breeze through 
traffic with the greatest of ease . . . relax in the 
extra comfort of ‘a roomy cab with plenty of 
visibility. Above all, you'll get more depend- 
able, year-in, year-out service! 


Why not get the lowdown firsthand from your 
nearby Dodge dealer? 


ftb-Rated” TRUCKS DO THE MOST FOR YOU 











How a Dodge truck is “JOB-RATED” 
for the Utility Business 


A Dodge “Job-Rated”’ truck is engi- 
neered at the factory to provide the 
best in low-cost transportation .. . 
last longer . . . save you money. 
Every unit from engine to rear axle 
is “Job-Rated”— factory - engineered 
to haul a specific load. 

Every load-CARRYING unit— frame, 
axles, springs, wheels, tires and 
others—is engineered to provide the 
strength and capacity needed to sup- 
port the load. 

Every load-MOVING unit—engine, 
clutch, transmission, propeller shaft, 
rear axle, and others—is engineered 
to move the load under the most 
severe operating conditions. 

From a wide range of models, you 
can select a truck that meets your 
operating conditions. 
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MERCOID 
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THE REASON FOR THE MERCURY SWITCH IS THE ADDED SAFETY- 
BETTER PERFORMANCE AND LONGER CONTROL LIFE-ALL OF 
WHICH ARE IMPORTANT WHEREVER CONTROLS ARE REQUIRED 


WHY CONSIDER LESS WHEN YOU CAN GET SO MUCH MORE 


WRITE FOR COMPLETE CATALOG 


THE MERCOID CORPORATION ¥ 4201 BELMONT AV.,CHICAGO 41, ILL 


MANUFACTURERS OF AUTOMATIC CONTROLS FOR HOME 
COMFORT AND VARIOUS INDUSTRIAL REQUIREMENTS 
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IF IT FLIES AFTER THIS 


| With extensive damage in a 
critical wing area, this fighter 
interceptor returned safely to its 


Korean base. 


WILL RIDE LIKE THIS 


One of 30 street service bodies 
operated by Washington Gas Light 
Company. 


TOUGH, LIGHTWEIGHT, ALL ALUMINUM 


THOMPSON 


UTILITY BODIES 




















BUILT FOR MANY YEARS OF DEPENDABLE SERVICE 
UNDER RUGGED OPERATING CONDITIONS 


While supplies of Aluminum and Steel Bodies are limited 
Place a few THOMPSON units in your service 
Compare their operating costs with your steel units - 
Let FACTS decide your future Policy 


I THOMPSON TRAILER CORP. 
lL PIKESVILLE, MARYLAND 


THOMPSON (1 Have Representative Call 
TRAILER (1 Send Full Information 


CORP. 


Pikesville, Maryland 
Telephone: Pikesville 130 





Lnte Gratin 


‘our Foster Wheeler Reheat 
Jnits for Public Service 
‘ompany of Indiana, Inc. 


Maximum continuous capacity 
Primary steam flow 700,000 Ib 
Reheat steam flow 624,000 |b 


Operating pressure 
Superheater outlet 1,500 psig 
Reheater outlet 401 psig 


Final steam temperature 1,005 F 
Final reheat temperature 1,005 F 
Feedwater temperature 451 F 
Coal Pulverized by Two Foster Wheeler Bal 





500 psig 
401 psig 
005 F 
005 F 
451 F 
reler Ball 


Artist's view of new Wabash River 

Station of Public Service Company of 

Indiana, inc. Sargent and Lundy are the 
engineers on this project. The four turbines 
will exhaust to Foster Wheeler surface condensers. 


»ordering Foster Wheeler reheat steam generators 


The large investment in present day power plant 
equipment dictates the careful selection of major 
components so as to avoid costly forced outages. 
Foster Wheeler engineers have always sought to 
refine the techniques of steam generation. They there- 
fore took an early interest in the development of 
reheat where operating and control characteristics of 
the reheat boiler are integrated with those of the 
reheat turbine during every phase of service. Almost 
three decades ago, these engineers were responsible 
for the utilization of the characteristics of radiant and 
convection superheaters in series. Over “500 radiant 
superheater years” in one utility alone attest to the 
reliability of radiant surface for superheating. 


The reheat steam generator illustrated is designed 
with a combination radiant and convection super- 
heater and an all convection reheater. The chief ad- 
vantages of this type of Foster Wheeler reheat steam 
generator may be listed as follows: 


@complete freedom from furnace slagging is 
FOSTER WHEELER CORPORATION «¢ 


assured because furnace can be designed to suit 
fuel characteristics rather than reheat cycle 
duty requirements 

@ permissible wider selection of fuel of varying 
slagging characteristics 

@ location of the reheater deep in the convection 
zone assures safer metal temperatures during 
all starting, shutting down, and emergency 
operating conditions 

This design also incorporates such features as: 

@ complete drainability of all superheating and 
reheating surfaces essential to quick and normal 
starts 

@ wide range of precise control of final steam 
temperature 

@ fully independent means of controlling primary 
and reheat steam temperatures. 

These features provide for complete integrating of 

steam generating unit with turbine requirements under 

normal, quick start or emergency conditions. 


165 BROADWAY, NEW YORK 6, N. Y. 


FOSTER G WHEELER 
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Is Working for Utilities 


By combining the flexibility of punched cards with the versatility oi elec 
tronic tubes, IBM Accounting has developed greater advantages than eve 


Utilities now save even more time in the over-all accounting pattern .. 
employees have more time for other productive work. Electronic machine 
simplify the meter-reader’s job, do complex bill computations at fantasti 
speed, reduce still further the time necessary for cash-stub sorting. 


IBM’s practical application of electronics to business machines, as ‘ 
the Electronic Calculating Punch, illustrated above, has resulted i 
reduced costs for utilities . . . better service for their customers. 


INTERNATIONAL BUSINESS MACHINES CORPORATIO 
590 Madison Avenue, New York 22, N. Y. 
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This announcement appears for purposes of record, the financing having been 
arranged privately through the undersigned. 


$24,000,000 


Mississippi River Fuel Corporation 


First Mortgage Pipe Line Sinking Fund 3%% Bonds, 
Series B, Due November 1, 1971 





Union Securities Corporation 


November 13, 1951 





tA 
THIRTY-FIVE YEARS 
OUTSTANDING SERVICE 


WHEN THE UTILITIES ATOM-IZE 
When the time does come to build nuclear energy electric generating 
plants a lot of new capital will be required. Which will mean regis- 
tration statements to be printed. Which will mean that many financial 
men will think of Lincoln. Dependency on Lincoln is a firm habit because 
of consistent, unfailing, helpful performance—especially when the going 
is really tough. Discussion cordially invited. 


TO YOUR INDUSTRY all a 
IN FINANCIAL AND 
CORPORATE 


NEW YORK PLANT 130 CEDAR STREET (6) * WOrth 44-3760 i 
CHICAGO PLANT 732 SHERMAN STREET (5) . WAbash 2-400] 
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GRINNELL PREFABRICATED 


assures greater customer satisfaction through 


é 
The bending operation illustrated above is an example 
of Grinnell QUALITY CONTROL in action... 
The tubing shown is made from a chromium alloy 
steel forging, turned and bored. Outside diameter is 
14% inches; wall thickness 254 inches. Temperatures 
of the tubing within the bending furnace were main- 
tained and controlled within 20°F of specified tem- 
peratures. Bending was done with such skill and 
rapidity as to permit a temperature drop of only 
100°F at the inside surface of the tubing. Maximum 
thinning was only .06 inch. 
Designed for a central station power plant to accommo- 
date 1500 PSI and 1050°F, this is typical of Grinnell’s 
engineering knowledge which assures prefabricated 
piping of the right kind — for all types of installations 
no matter how complex. 


GRINNELL 


WHENEVER PIPING IS INVOLVED 


Grinnell Company tInc., Providence, Rhode Island ° 





PIPING 


its five-point program of 








QUALITY CONTROL is the result of Grinnell’s 
100 years of practical experience in the field 
of piping. Delivery of prefabricated piping 
sub-assemblies to exacting engineering re- 
quirements which meet all governing code 
requirements is assured by Grinnell Quality 
Control, which includes: 

© Interpretative engineering 

®@ Metallurgical research 

®@ Specialized facilities 

® Skilled personnel 

® Rigid inspection 
ECONOMY of specifying Grinnell prefabri- 
cating piping results from: 

@ One source for design, interpreta- 

tion and fabrication 


® Coordination of shop production 
under ideal conditions 


®@ Elimination of waste by paying 
only for finished material delivered 
® Reduction in field erection time 


Write for the booklet, 
Grinnell Pretabricated Piping. 


Soles Offices and Warehouses in Principal Cities 





pipe and tube fittings © welding fittings * engineered pipe hangers ond supports * Thermolier unit heaters * volves 
Grinnell-Sounders diaphragm valves * pipe * prefabricated piping * plumbing and heating specialties * water works supplies 





industrial supplies © Grinnell p fire pr 


systems * <Amco humidification end cooling system 
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3arber- » 


THE ONLY VERTICAL 
BOOM DITCHER 


Sa asia 
digs clean—leaves no ramp « discharges on either side 


Here's an exclusive ditcher feature that saves 
a lot of hand labor. The Barber-Greene’s verti- 
cal boom digs straight down, right up to walks, 
foundations, underground piping and mains, 
etc. There’s no ramp to run up digging costs. 


as coral rock — down to 8 feet, 3 inches; widths 
up to 24 inches. Feeding speeds range from 10 
inches to 8 feet per minute. 

An adjustable spoils conveyor discharges on 
either side, and the automatig overload release 


protects both the machine and hidden objects. 

Find out how this compact, maneuverable, 
easily controlled unit can keep your trenching 
and what varied work it will 


Closely spaced, self-cleaning ‘“‘kick out’ 
buckets, traveling at high rate of speed, cut like 
a milling machine . . . leave a clean-walled 
trench. It's this efficient operating principle that 
gets the B-G Ditcher through materials as tough 


costs down... 
perform. 87A 


COMPAN AURORA, ILLINOIS 


BARBER ~+-GREE 


+i I~ 


LOADERS PERMANENT CONVEYORS PORTABLE CONVEYORS SITUMINOUS PLANTS 


COAL MACHINES 
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“AKBAR” the famous 
KINNEAR 
Rolling Fire Door 


The effectiveness of AKBAR Fire Doors 
has been proved in major conflagrations 


throughout the country. hen fire 
threatens, their quick, positive, auto- 
matic action stops dangerous flame-spread- 
ing drafts by blocking openings with a 
curtain of steel. 

In emergent} release, the doors are pushed 
down by a strong spring, to assure posi- 
tive action. However, this automatic action 
also provides for the safety of building 
occupants in several ways. Downward 
speed of the doors is regulated, as a safety 
measure for anyone passing underneath. 
And the doors can be opened after closure, 
for emergency exit. Another device stops 
the door at floor level, with the steel cur- 
tain covering the entire opening—the door 
will not sag, or drop through a fire-weak- 
ened sill. 


ROLLING DOORS 


When not in use, the heavily galvanized 
curtain of interlocking steel slats remains 
coiled overhead, out of the way. Approved 
by Underwriters’ Laboratories, Inc., they 
have saved as much as one-third of their 
cost per year in reduced insurance rates. 
AKBAR Doors can be installed in openings 
of any size, in old or new buildings. They 
can be equipped for regular, daily door 
service, with motor operation if desired. 
However, the regular Kinnear Steel Rolling 
Service Door (non-labeled) is designed for 
use where maximum fire protection is not 
required. Write today for Kinnear’s latest 
catalog. 


The KINNEAR Manufacturing Co. 


Factories: 
2060-80 Fields Ave., Columbus 16, Ohio 
1742 Yosemite Ave., San Francisco 24, Calif. 


Offices and Agents in All Principal Cities 
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SERVING THE PUBLIC AND 
INDUSTRY 24 HOURS A DAY 


COLUMBIA |= 


GAS | scm 
SYSTEM 


The Manufacturers Light and Heat Company 
United Fuel Gas Company 

The Ohio Fuel Gas Company 

Atlantic Seaboard Corporation 

Amere Gas Utilities Company 

Virginia Gas Distribution Corporation 
Virginia Gas Transmission Corporation 

Big Marsh Oil Company 

Central Kentucky Natural Gas Company 
Binghamton Gas Works 

Cumberland and Ailegheny Gas Company 
Home Gas Company 

The Keystone Gas Company, Inc. 

Natural Gas Company of West Virginia 
The Preston Oil Company 


hn dA 


. 


; 





Ledseh. 2 Edie ait tad Pe % 8 mh a. > awe’ 


« 
ene ve 
COL ODE ODADAS OE Dds ig & 


. 


ie 
o 
be es 
os 
& 
f 
E 
f 
&: 
!: 











ed NF Oa OO le OO HTI GS 


wort PAAGENAY MS) N08 a, 
‘ 


2 
oe 
wt 





























This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 





Public Utilities Fortnightly November 22, 195 


—_ 





REGULATION 


| 
(1941) 


by 
A. C. Webber 


(Former Chairman, Massachusetts Department 
of Public Utilities) 


Carefully Selected Cases Covering 
Many Problems Confronting Utility 
Managements Today As Solved 
by One of the Oldest State Public 
Utility Commissions—Massachusetts 
831 Pages 


$6.50 


Included are discussions of vital questions, such as: 





- - Taxes in Relation to Rates 


- - Higher Operating Costs in Relation to 
the Consumer and Utility Stockholder 


The Reproduction Cost Rule 
Inflation and Utility Rates 
Rates of Public Service Corporations 


and Other Price Levels 


Constitutional Safeguards Insuring Rea- 
sonable and Just Compensation for Public 
Utility Property Devoted to Public Service 


Concise Supplementary Text Referring to. Important 
Principles of Public Utility Regulation with Annotations 





PUBLIC UTILITIES REPORTS, INC. 


Munsey Building Washington 4, D. C. 
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PROFESSIONAL DIRECTORY 


@ This Directory is reserved for engineers, account- 
ants, rate experts, consultants, and others equipped to 
serve utilities in all matters relating to rate questions, 
appraisals, valuations, special reports, investigations, 
financing, design, and construction. 











Tue American AppraisaLt Company 
ORIGINAL COST STUDIES @ VALUATIONS @ REPORTS 


for 
ACCOUNTING AND REGULATORY REQUIREMENTS 


NEW YORK WASHINGTON CHICAGO MILWAUKEE SAN FRANCISCO 
and other principal cities 








AMERICAN CALIQUA COMPANY 


CONSULTING ENGINEERS 
HIGH TEMPERATURE WATER DISTRIBUTION SYSTEMS 


Space Heating and Industrial Processing 
District and Municipal Heating 
155 E. 44th St., New York 17, N. Y. 








DAY & ZIMMERMANN, INC. 
ENGINEERS 
NEW YORK PHILADELPHIA CHICAGO 


DESIGN, CONSTRUCTION, INVESTIGATIONS, REPORTS, APPRAISALS AND MANAGEMENT 








ELECTRICAL TESTING LABORATORIES, INC. 


Electrical and General Testing — Inspections — Research — Certification 


2 EAST END AVENUE AT 79th STREET, NEW YORK 21, N. Y. 
BUtterfield 8-2600 


ford, Bacon & Davis 
valent ions EMGQIMCCSS co nttetris" 


NEW YORK @ PHILADELPHIA @ CHICAGO @ LOS ANGELES 
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GIBBS & HILL rwno. 


CONSULTING ENGINEERS 
DESIGNERS - CONSTRUCTORS 


NEBW YORK LOS ANGELES 


GA GILBERT ASSOCIATES 














INCORPORATED 
ENGINEERS © CONSULTANTS * CONSTRUCTORS 


NEW YORK + READING - WASHINGTON - HOUSTON + PHILADELPHIA + ROME * MANILA + MEDELLIN 


JAY SAMUEL HARTT 


CONSULTING ENGINEER 
327 South LaSalle Street . CHICAGO o Telephone HArrison 7-8893 


Consultant to Public Utilities: Valuations; Rate of Return Studies; Reports for 
Financing; Other Problems of Management, Engineering and Finance. 


FOUNDED 1906 


























HENKELS & McCOY 


ELECTRIC & TELEPHONE LINE CONSTRUCTION CO. 
6100 N. 20th St., Philadelphia 38, Pa. — Wilmington, Del. — Erie, Pa. — Altoona, Pa. 


Transmission Distribution — Overhead, Underground « Construction — pr e Ball Field Lighting 
Right of Ways « Chemical Control ¢ Tree Trimming ¢ Gas and Oil Lines . . . Now Working in 14 States 


CYRUS G. HILL, ENGINEERS 


Public Utility Properties 
Valuation and Operating Reports 
Plans — Design — Construction — Rate Cases 


231 So. LaSalle Street Chicago, Illinois 

















HOOSIER ENGINEERING COMPANY 


Erectors of Transmission Lines 
1384 HOLLY AVENUE ° COLUMBUS, OHIO 








JENSEN, BOWEN & FARRELL 
ENGINEERS 
NN ARBOR, MICHIG 
saat STUDIES— 


for Rate Cases, Security Issues, Re; ry and Accounting Requirements 
ORIGINAL COST AND CON INUING PROPERTY RECORD 
DETERMINATION 
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Te Krulfian Gyeoadon 


ENGINEERS @ CONSTRUCTORS 





1200 NORTH BROAD STREET, PHILADELPHIA 21, PA. 
WASHINGTON, D.C. © ROME, ITALY ¢ CALCUTTA, INDIA 
CARACAS, VENEZUELA « MEXICO CITY, MEXICO 





William S. Leffler, Engineers Associated 
NOROTON, CONNECTICUT 
Utility Management Consultants Specializing in REGULATORY 
COST ANALYSIS “PROBLEMS 
for past 35 years 
Send fer brochure: ‘The Value of Cost Anglysis te Management"’ 








N. A. LOUGEE & COMPANY 


Engineers and Consultants 


REPORTS—APPRAISALS—DEPRECIATION STUDIES 
RATE CASES—BUSINESS AND ECONOMIC STUDIES 


120 Broadway New York 








RATES TAXES 


moll MIDDLE WEST — 
BUDGETING SERVICE ADVERTISING 
PERSONNEL co ACCOUNTING 


ENGINEERING SALES PROMOTION 
STOCK TRANSFER 20 N. WACKER DRIVE, CHICAGO PUBLIC RELATIONS 











Pioneer Service S& Engineering Co. 


CONSULTING, DESIGNING AND . SPECIALISTS IN 
OPERATING ENGINEERS z ACCOUNTING, FINANCING, RATES, 
PURCHASING ly INSURANCE AND DEPRECIATION 


231 SOUTH LA SALLE STREET y CHICAGO 4, ILLINOIS 





Outstanding Designing « Engineering * Construc- 
tion * Piping « Equ nt « Surveys 


in the * Plans + Steam or Diesel Power 


Plants, Alterations, Expansions 


Industry 











THE RUST ENGINEERING co. 


Power Plant Design and Construction 
Boiler Settings, Chimneys, Equipment Erection 


PITTSBURGH, PA. BIRMINGHAM, ALA. 





(Professional Directory Continued on Next Page) 
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SANDERSON & PORTER 


ENGINEERS 
AND 


CONSTRUCTORS 


& 








Sargent & Lundy 
ENGINEERS 
Steam and Electric Plants 
Usslssies—Industrials 
Studses—Reports—Design—Supervision 
Chicago 3, Ili. 








The J. G. WHITE ENGINEERING CORPORATION 


Design—Construction—Reports—Appraisals 
Consulting Engineering 


80 BROAD STREET 


NEW YORK 4, N. Y. 








ALBRIGHT & FRIEL, INC. 
FRANCIS S. FRIEL 
Consulting Engineers 


Water, Sewage and industrial Waste Prebioms 
Airfields, Refuse incineraters, Industrial Bulidings 
City Planning, Reports, Valuations, Laberatery 


121 SOUTH BROAD STREET PHILADELPHIA 7 





ENGINEERS, CONSTRUCTION AND 
MAINTENANCE CONTRACTORS 
for the GAS INDUSTRY 
CONSOLIDATED 


GAS ano SERVICE CO. 
327 So. LaSalle St., Chicago 4, til 








BLACK & VEATCH 
CONSULTING ENGINEERS 
Appraisals, investigations and re 
ports, design and supervision of con- 
struction of Public Utility Properties 
470% BROADWAY KANSAS CITY, MO. 


GANNETT FLEMING CORDDRY AND CARPENTER, INC. 
SBNG@INEERS 


HARRISBURG, PENNSYLVANIA 


Resorte_A lea 
neperts- peraisais 





Griginal Cost and Depreciation Studies 
Rate Analyses—inserance Surveys 











EARL L. CARTER 


Consulting Engineer 
REGISTERED IN INDIANA, NEW YORK, OHIO, 
PENNSYLVANIA, WEST VIRGINIA, KENTUCKY 

Public Utility Valuations, Reports and 
Original Cost Studies 
910 Electric Building 





Indianapolis, Ind. 








W. C. GILMAN & COMPANY 
Consulting Engineers 


Load and Capatity Studies — Rate Cases 
Financial Planning 
Investigations — Reports — Supervision 
55 Liberty Street New Yerk & 





Mention the FortNiGHTLY—I¢t identifies your inquiry 
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LUCAS & LUICK 


ENGINEERS 


—— ciati DESIGN, CONSTRUCTION SUPERVISION, 
Valuation — Degremation OPERATION, MANAGEMENT, APPRAISALS, 
Investigations and Reports INVESTIGATIONS, REPORTS, RATES 


231 S. LaSatiz St., Cricaco 











FRANCIS S. HABERLY 


CONSULTING ENGINEER 


122 SouTH MICHIGAN AVENUE, CHICAGO 














SVEN B. HANSELL LUTZ & MAY 


CONSULTING ACTUARY ; 
Consulting Engineers 


PENSION PLANS 
—— STEAM, GAS & DIESEL POWER STATIONS 
DEPRECIATION PUMPING PLANTS—ELECTRIC SYSTEMS 

For Bate Cases and Income Tax REPORTS—DESIGN—APPRAISALS 


MGt Chedtnst Stet ache Gere 1009 Baltimore Kansas City 6, Mo. 








HARZA ENGINEERING CO. A. S. SCHULMAN ELEctric Co. 
Consulting Engineers Electrical Contracting Engineers 


lL. F. HARZA 
E. MONTFORD FUCIK CALVIN V. DAVIS TRANSMISSION LinsS—UNDERGROUND Distri- 
Hydro-Electric Power Pro: os — —_— 
@uaatiain ee jects BUTION Power STATION INDUSTRIAL 
COMMERCIAL INSTALLATIONS 


400 W. MADISON ST. CHICAGO 6, ILL. 2416 SouTH MICHIGAN Ave. Cuxicaco 











JACKSON & MORELAND | | SLOAN, COOK & LOWE 


ENGINEERS AND CONSULTANTS CONSULTING ENGINEERS 
DESIGN AND SUPERVISION OF CONSTRUCTION ES 


REPORTS—EXAMINATIONS—APPRAISALS 
MACHINE DESIGN—TECHNICAL PUBLICATIONS Appraisals — Reports 


BOSTON NEW YORK Operating — Financial — Plant 

















LAURENCE S. KNAPPEN Testing + Inspection + Consulting 
Consulting Economist Product Development & Research 


o aSoeeof Musaaal‘eusome UNITED STATES TESTING COMPANY, INC. 


Rate Cus Investigations Hoboken, N. J. 
$03 Gieueath oem .W., Wesblagten |. 8. © Boston * Chicago * Denver * Los Angeles 
n » NLW., m i, DB. C. ; © Phi i * Dallas 
Telephone: National 7788 Memphis * New York * Philadelphia * Providence * Dalla 











LaramorE AND poueLass, INC.| |WESTCOTT & MAPES 


Incorporated 
CONSULTING ENGINEERS ARCHITECTS penne aeENGINEERS 
POWER PLANTS ALUA _ = = 
TRANSMISSION DISTRIBUTION DESIGN — SUPERVISION 
DI \—REPORTS—APPRAISALS—RATES UTILITIES — INDUSTRIAL PLANTS 
myer INSTITUTIONS — SCHOOLS — PUBLIC WORKS 


00 Mast Adem Sweet Chlesge 3. Ttinets NEW HAVEN CONNECTICUT 
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ov can rely on 
LEFFEL Hydraulic Turbines 


To be sure of top power and minimum 
trouble specify Leffel hydraulic turbines. 
Leffel turbines have an unparalleled 
record of efficient year-in year-out 
service. And when power means profit 
—an ever-dependable Leffel is what 
you need. 


Leffel offers you a wide range of ca- 
pacities in hydraulic turbines and a 
complete line of turbine accessories. 
Our plant is entirely modern and well- 
equipped. Our staff is made up of ex- 
perienced, highly-competent engineers, 
ready to give you expert help on com- 
plete new turbine installation or mod- 
ernization. And continued interest in 
Leffel turbines after installation is part 
of our service. 


Leffel puts 89 years of complete hy- 
draulic turbine experience at your dis- 
posal. Inquire now, without obligation. 


THE JAMES LEFFEL & CO. 


wf DEPARTMENT P ¢ SPRINGFIELD, OHIO, U.S.A. 


MOME EFFICIENT HYDRAULIC POWER FOR 89 YEARS 
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How you can use 
standardized Power Transforme's 
where “‘specials’’ seem to be requir 


... and get up to 5 months faster shipment and 8% lowe pi 


While systems are being modified to conform 
more closely to EEI-NEMA Preferred Voltages, 
many transformer applications arise which ap- 
parently require special voltages, impedances and 
tap arrangements. Often, you can meet these 
requirements with G-E Repetitive Manufacture 
transformers and, at the same time, obtain at- 
tractive savings in both time and money. For 
example, with RM Transformers. . . 


You can operate at non-standard voltages: 


One optional feature of RM transformers pro- 
vides that the high-voltage rating for each 
insulation class above 5-kv can be varied over a 
20% range. This means, also, that by under- 
exciting you can obtain secondary voltages 
other than EEI-NEMA Preferred Voltage rat- 
ings. There may be some sacrifice in rating, of 
course—but you will get more kva per dollar 
than with a special transformer. 
Example: You have a standard 34.5-kv primary, 
but want a non-standard low voltage of 2300. 
Select an optional RM rating of 36-to-2.4 kv. 
Operate at 34.5 kv. You’ll get your 2300 volts. 
You pay 1% for the optional voltages. You 
save 8% in base price. You get much faster 
delivery. 


You can get all taps above or below the 
actual primary voltage: 
With RM transformers, you get two taps above 
and two below the rated primary voltage. By 
selecting an optional primary rating, you can get 
all four taps above (or all below) your actual line 
voltage. 
Example: Your high voltage is 34.4 kv. You want 
all taps below this. By selecting 32.8 kv for the 
primary rating, you get taps at 34.4, 33.6, 32.0 
and 31.2 kv. 

You pay 1% for the optional voltage. You save 
8% in base price. You get much faster delivery. 


You can parallel transformers ~ ith 
ferent impedances: 


Impedances of RM transformers ar: 
5.5% to 7.0%, depending on high volt. se. 
this affects division of load when an F Vi wi 
paralleled with an existing transformer. it is 
as critical as you might think. It seld: n re 
in a serious loss of capacity. 

Example: You want to parallel a 34.:-ky } 
transformer (impedance, 6%) with ai exist 
unit having an impedance of 6.6%. Tieoret 
division of load is about 52%—48%. Often act 
division will be even better than this becaux 
external impedances. At worst, you have 
less than 5% in capacity. You have saved 8% 
cost, gotten much faster delivery. 


You can parallel A-Y with Y-A 


While in most ratings, RM _ transformers 
available as A-Y or A-A,a A-Y RM tr: 
former can almost always be paralleled with 
existing Y-A\ unit. In fact there is one adi 
tage: You can ground the high side through 
old unit, the low side through the new RM. 

You have 20 options available: ' 
These include: optional primary voltages— 

ratio-control—bushing current transforme 
fans or provisions for future fans—junct 
boxes, and many others. RM (Repetitive Ma 
facture) power transformers are avilable 
ratings up to 5000 kva single-phase and 10! 
kva three-phase. The ratings cover all 
NEMA Preferred Voltages—high anc low 

to 69 kv. 

Let us help you apply RM transfor .ers.! 
additional information call your ne: ‘est 
representative or write for Bulletin “iEC-4 
General Electric Co., Schenectady, N. Y. 


401-21E 


GENERAL ($6) ELECTRIC 





